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FINANCIAL HIGHLIGHTS

At or For the Years Ended December 31, 2002 2001

(Dollars in thousands)

Total assets $11,020,219 $8,736,780
Loans receivable, net 3,113,265 3,656,526
Deposits 5,710,850 4,486,767
Total stockholders' equity 576,514 568,968

Performance Ratios

Return on average assets 1.51% 1.36%
Return on average stockholders’ equity 25.99 18.29
Operating expenses to average assets 0.92 0.97
Efficiency ratio 28.54 32.07

Cash-Based Performance Ratios

Return on average assets 1.60% 1.47%
Return on average stockholders’ equity 27.60 19.85
Operating expenses to average assets 0.83 0.86
Efficiency ratio 25.66 28.30

COMPANY PROFILE

Roslyn Bancorp, Inc. (Nasdaq:RSLN), headquartered in Jericho, New York, is the holding com-
pany for The Roslyn Savings Bank, a New York State chartered, FDIC insured bank with approxi-
"mately $11.0 billion in assets at December 31, 2002. Based on total assets, Roslyn ranks as the
fourth largest publicly traded thrift in New York State.

The Bank operates 37 retail branches and currently serves more than 170,000 households
throughout the New York City boroughs of Brooklyn, Queens and The Bronx, as well as Nassau
and Suffolk counties on Long Istand. Through its signature de novo branching program, Roslyn
has increased its geographic footprint on average by approximately 20% per year for the past
several years and has targeted between 10 and 15 new locations slated to be opened during
2003 and 2004.

Additionally, Roslyn is one of the most well respected lenders in the New York Metropolitan
area's multi-family construction arena and a leader in the financing of single-family sub-divisions
on Long Island.

Th-oughout the years, financial strength, efficiency and profitability have become the Company’s
trademark. While continuing to capitalize on our strengths, which include our premier retail bank-
ing franchise, niche construction business, efficiency and interest rate risk management, Roslyn is
well positioned for continued growth.
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To OuR FELLOW SHAREHOLDERS:

k. 1

John M. Tsimbinos Joseph L. Mancino John R. Bransfield, Jr.

By any measure, 2002 was a landmark year for Roslyn Bancorp, Inc. with the Company achieving its fifth consecutive year of
record core earnings per share. For the year ended December 31, 2002, the Company also produced record levels of reported
earnings per share, return on equity and deposits. We believe this strong and consistent earnings history reflects a franchise
that capitalizes on its strengths and positions itself well for the future.

Financial Performance — One of the Best Performers in Our Industry

The strength of our performance was clearly reflected in earnings of $146.4 million, or $1.82 on a diluted per share basis, for
the year ended December 31, 2002. This represents an increase of 42.2% in diluted earnings per share over the prior year.
These strong results were achieved amid a challenging and uncertain economic climate and clearly illustrate that our strategies
remain focused on enhancing shareholder value. When compared with our peers’ performance for 2002, Roslyn ranked among

the top performers in such categories as efficiency, return on average equity and deposit growth.

The Company once again took a leading position as one of the most efficient operators in the industry with a fourth quarter
efficiency ratio of 27.74%. Since December 2000, the Company has expanded its branch network by 54%, while at the same
time bettering its efficiency ratio by 16%. This compares very favorably to the top ten thrifts in the nation, whose average
efficiency ratic was approximately 44%.

Retail Banking Franchise — Unprecedented Growth

The Company's overall deposit growth continues to accelerate with total deposits at December 31, 2002 of $5.71 billion and
core deposits of $2.58 billion. For the year, core deposits increased $851.4 million, or 49.2%. Core deposit increases are largely
attributable to the Bank's high performance checking campaign, popular money market accounts and the continued success of
the Bank’s newly opened de novo branches.
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With the December opening of its branch in St. James in Suffolk County, New York, Roslyn has successfully completed its 2002
de novo program, and has targeted between 10 and 15 additional locations slated to be opened throughout 2003-2004.
We plan to continue opening de novo branches, which employ state-of-the-art technology and our signature customer service
philosophy. These strategies allow Roslyn to provide the utmost in service and convenience, which has been the basis of our
strong reputation and loyal customer base for generations. On average, Roslyn’s de novo branches have reached profitability
in just over seven months, significantly faster than the industry average.

At the same time, our mature branches have continued to grow their deposits by approximately 20% despite increased
competition, We firmly believe our strong retail banking efforts make us uniquely situated to continue achieving solid deposit
growth for 2003.

Lending Initiatives — Growing Our Asset Niche

Management continues to believe in its strategy of concentrating loan growth in Roslyn’s niche of multi-family fundings and
single-family housing developmenits, which provide the Company with historically safe credit quality, improve liquidity and
enhance our interest rate risk profile.

Total loan originations for the year ended December 31, 2002 were $1.04 billion, up $287.0 million, or 38.1%, from the prior
year period. The Company’s multi-family, construction and commercial real estate fundings for the year ended December 31,
2002 totaled $731.2 million, up 38.6% from the prior year period.

Roslyn’s expertise in multi-family lending extends into both construction rehabilitation and permanent financing. By offering
both of these lending products to our customers, Roslyn serves as a full service provider of funds, which is a distinct advantage
in this market.
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The Company also capitalizes on its extensive knowledge of local market areas in Nassau and Suffolk counties for the development
of single-family sub-divisions and seeks to maintain relationships with select guality builders and developers having historically
strong reputations and financial performance over many years and multiple economic cycles. This strategy has allowed Roslyn
to cultivate relationships with ? of the top 10 residential builders in this area. Roslyn's portfolio of single-family sub-division
loans provides it with attractive spreads and short-duration assets, with the average life of these credits approximating 18 to 24
months. Furthermore, asset quality for this portfolio has been pristine, as the Company has not experienced a charge-off in

sub-division lending since 1995.

Interest Rate Management

The flexibility incorporated into Roslyn’s securities portfolio allows it, as it has in the past, to reposition its balance sheet and
take advantage of current market conditions. During 2002, management undertook a number of initiatives to improve the Bank's
interest rate risk profile. These initiatives resulted in enhanced margins and spreads for that same period. The Company will
continue to look for opportunities to integrate flexibility into its repositioning strategy in an effort to further enhance net
interest income.

Capital Management — Ongoing Strategies for Shareholder Enhancement

On March 20, 2003, Roslyn paid a quarterly cash dividend of $0.15 per common share. This dividend represents a 7.1%
increase over the prior quarter and is the Company’s twenty-third consecutive quarterly dividend increase. The dividend was
paid to shareholders of record on March 10, 2003. As of March 20, 2003, this represented a dividend yield of 3.2%. Total
dividends paid in 2002 increased by 15% over total dividends paid in the prior year.
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Efficiency Ratio

An aggressive share repurchase program that included 6.4 million shares repurchased in the calendar year 2002 also enhanced
shareholder value. As of December 31, 2002, the Company had repurchased 8.6 million of the 8.9 million shares authorized

in its eighth stock repurchase program. During the fourth quarter of 2002, the Company announced its ninth stock repurchase
program, which authorizes the purchase of 4.0 million additional shares.

Investor Relations Activities

The Company plans to continue its active Investor Relations program, which includes nationwide roadshows throughout the
year to various United States cities. Roadshows are an important part of this program and provide institutional money managers
and analysts the chance to meet with Roslyn’s management face-to-face.

The Company also participates in a variety of industry conferences throughout the year either by making presentations or being
part of panel discussicns. These conferences are webcasted so that all investors and interested parties can access the presenta-

tion as well as the “question-and-answer” session.

Individual investors will have an opportunity to meet with management at the Annual Meeting of Shareholders, set for May 20,
2003 at 9:30 AM Eastern Daylight Time. In the past, these meetings have been well attended, with approximately 400 to 500
shareholders participating.
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Outlook for 2003

In retrospect, 2002 was z very rewarding year filled with positive financial performance and many strategic achievements.
As the year came to a close, we were left with a well-positioned franchise and a management team that remains truly excited

about executing our strategy.

We believe that the Company’s performance for 2003 will be driven by Roslyn’s premier retail banking strategy, expanding
asset niche and superior efficiency. Our ongoing performance targsts continue to be: achieving double-digit EPS growth,
delivering 20%-25% return on equity and 1.40%-1.50% return on assets and maintaining an efficiency ratio of approximately
30% or less, while expanding our branch locations by approximately 20% per year into the foreseeable future.

We have provided detailed factors that could effect our financial performance in the forward-looking statement safe harbor
disclaimer located in the Financial Section of this annual report and encourage our readers to familiarize themselves with these

risks as they refer to our oerformance targets and business strategy.

We are grateful for the dedication of our employees and the way they approach each day with energy and enthusiasm for
serving the customer. We look to our Board of Directors for their experience, strength and partnership in creating innovative
solutions. But most of all, we thank our loyal shareholders and customers for their continued confidence. We expect the next

year to bring even greater achievements.

Sincerely,

/ﬁ%zm

Joseph L. Mancino
President, Chief Executive Officer
& Vice Chairman of the Board

b P Tt

John M. Tsimbinos
Chairman of the Board

%M/Wdf

John R. Bransfield, Jr.
Vice Chairman of the Board
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SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA OF THE COMPANY

The selected consolidated financial and other data of Roslyn Bancorp, Inc. and subsidiaries (collectively, the Company) set
forth below is derived in part from, and should be read in conjunction with, the Consolidated Financial Statements of the
Company and Notes thereto presented elsewhere in this Annual Report.

At December 31, 2002 2001 2000 1999 1998

(Dollars in thousands) |
Selected Financial Condition Data: i

Total assets $11,020,219  $8,736,780  $7,664,269  $7,725183  $7,799,719 |

Money market investments 102,000 27,200 19,800 30,800 38,079 3
Debt securities, net™
Held-to-maturity 374,763 —_ — — 26,965 i
Available-for-sale 877,253 355,695 711,744 340,655 349,778 |
Equity securities: “
Available-for-sale 642,934 649,033 374,967 388,546 445,584

Mortgage-backed and mortgage related
securities, net™:

Held-to-maturity — — — — 1,250,266

Available-for-sale 5,418,706 3,560,854 2,089,983 2,801,284 1,795,833
Loans receivable held for investment, net® 3,113,265 3,656,526 4,046,332 3,808,307 3,583,742
Deposits 5,710,850 4,486,767 4,076,781 4,045,612 4,218,982
Borrowed funds 4,519,147 3,520,295 2,855,025 2,844,541 2,527,847
Capital securities 63,000 — — — —
Stockholders' equity 576,514 568,968 580,714 637,659 853,366
For the Years Ended December 31, 2002 2001 2000 1999 1998
(Dollars in thousands, except per share amounts)

Selected Operating Darta:

Interest income $ 602,290 $ 561,915 $ 539,822 $ 527,766 $ 546,744
Interest expense 324,216 341,690 342,131 315,194 343,804
Net interest income before provision for

loan losses 278,074 220,225 197,691 212,572 202,940
Provision for loan losses 3,000 850 1,000 —_ 1,500
Net interest income after provision for

loan losses 275,074 219,375 196,691 212,572 201,440
Non-interest income 53,705 32,160 6,218 25,618 34,912
Non-interest expensa® 102,031 88,131 81,622 178,003 89,407
Income before provision for income taxes 226,748 163,404 121,287 60,187 146,945
Provision for income taxes 80,342 52,161 31,388 40,561 51,402
Net income $ 146,406 $ 111,243 % 89899 $ 194626 $ 95,543
Basic earnings per share® $ 1.85 % 130 % 096 § 018 % 0.88
Diluted eamings per share $ 182 % 128 % 095 $ 0.18 3% 0.86

(Contintted on next page)
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At or For the Years Ended December 31,

(Deollars in thousands)
Selected Financial Ratios and Other Data®:
Performance Ratios:

Return on average assets 1.47% 1.36% 1.20% 0.26% 1.22%
Return on average stockholders’ equity 25.22 18.29 15.78 2.56 11.20
Average stockholders' equity to average assets 5.81 7.42 7.61 9.97 10.90
Stockholders’ equity to total assets 5.23 6.51 7.58 8.25 10.94
Net interest rate spread® 2.68 242 2.20 2.27 2.07
Net interest margin® 2.89 2.78 2.69 2.82 2.66
Average interest-earning assets to average

interest-bearing liabilities 106.34 108.28 110.53 113.23 113.18
General and administrative expenses to average assets  0.92 0.97 0.92 0.98 1.15
Net interest income to general and

administrative expenses 303.08 276.46 285.85 282.69 22619
Efficiency ratio® 28.54 32.07 31.56 3214 40.79
Dividend payout ratio 29.12 35.94 42.96 190.74 58.91

Performance Ratios Excluding Prepayment Penalties,
Restructuring and Merger Related Charges®:

Return on average assets 1.51% 1.42% 1.30% 1.39% 1.22%
Return on average stockholders’ equity 25.99 19.11 17.11 13.89 11.20
Cash Basis Performance Ratios Excluding Prepayment
Penalties, Restructuring and Merger Related Charges®™':

Return on average assets 1.60% 1.53% 1.40% 1.50% 1.43%
Return on average stockholders’ equity 27.60 20.67 18.45 15.07 13.15
General and administrative expenses to average assets  0.83 0.86 0.83 0.87 0.94
Net interest income to general and

administrative expenses 337.01 313.30 319.38 319.01 276.01
Efficiency ratio® 25.66 28.30 28.24 28.48 3343

Asset Quality Data and Ratios:

Total non-performing loans"? $41,865 $45,506 $ 9,780 $18,963 $22,074
Real estate owned, net 717 478 293 — 1,176
Total non-performing assets $42,582 $45,984 $10,073 $18,963 $23,250
Non-performing loans as a percent of loans"? 1.33% 1.23% 0.24% 0.49% 0.61%
Non-performing assets as a percent of total assets 0.39 0.53 0.13 0.25 0.30
Allowance for loan losses as a percent of loans® 1.38 1.10 0.99 1.04 111

Allowance for loan losses as a percent

of total non-performing loans'? 103.72 89.29 41436 211.75 182.15
Other Data:
Number of customer service facilities 37 29 27 25 25

(7)

(8)

9

(10)

{11
(12)

Includes securities having an amortized cost of $1.27 billion that were transferred frons held-to-marurity 1o available-for-sale in 1999.

Loans receivable held for investient are presented et of the allowance for loan losses, which, at December 31, 2002, 2001, 2000, 1999, and 1998 were §43.4 million, §40.6 million, $40.5
million, §40.2 million and $§40.2 million, respectively.

Included i 2002, 2001 and 1999 are prepayment penalty charges related 10 financial liability repositioning of $7.3 million, $8.3 miflion and $7.2 million, respectively. Included in 2000 is a
$12.0 million restructuring charge relating to the divestiture of Roslyn National Morigage Corporation (RNMC). Included in 1999 is §89.2 million of merger related costs associated with the
acquisition of T R Financial Corp. and a §5.9 million restructuring charge in connection witl an carly vetirement program for certain Bank employees.

The data has been retroactively adjusted to reflect the 3-for-2 split distributed in the form of a stock dividend on August 22, 2001,

Sclected financial ratios are end of year ratios, with the exception of all ratios that are based on average balances duing the indicaed year.

The ner interest rate spread represents the difference between the weighted average yield on average intercst-carning assets and the weighted average cost of average interest-bearing fabiliries. The
wetghted average cost also includes the effect of the Bank’s payment of a special interest payment of 5% and 15% of the interest paid on savings and NOW accounts for the years ended December 31,
1999 and 1998, respectively. Addivionally, such special inverest payment vwas not paid on T R Financial Corp. accounts. No such special interest payment was paid in 2002, 2001 oy 2000.
The net interest margin represenis wet inierest income as a pescent of average inicrest-cariting asseis. Net interest income also includes the cffect of the Bank’s payment of a special interest payment of
3% and 15% of the interest paid on savings and NOW accornis for the years ended December 31, 1999 and 1998, respectively. Additionally, suclt special interest payment was not paid on TR
Financial Corp. accounts. No such spedal titerest payment was paid i 2002, 2001 or 2000.

The efficiency ratio represents the ratio of general and administrative expenses, divided by the s of net interest income and snon-interest income, adjusted for scenrities gainis or losses, gains on sales
of fixed asscts and servicing mpairment provisions.

Performance and cash basis performance ratios are measures that the Company believes are useful to investors in order to gain an understanding of the trends and the results of operations for the
Company’s core business. However, such ratios are not calaslated in accordance with acconnting principles generally accepted in the United States of America (GAAP).

Excludes, net of tax, in 2002, 2001 and 1999 are prepayiment penalty charges related o financial liability repositioning of $4.4 million, §5.0 million and $4.2 million, respectively, Excludes,
net of tax, in 2000 a §7.6 million restructuring charge relating 1o the divestinure of Roslyn National Mortgage Corporation (RNMC). Excludes, nei of tax, in 1999 §79.2 million of merger
related costs associated with the acguisition of T'R Financial Corp. and a $3.4 million restructuring charge i connection with an early retireient program for certain Bank employecs.

Excludes non-cash charges related 1o the amorrizarion of intangible assets aund the amortizarion relating to cerrain employee stock benefit plans.

Nou-performing loans consist of all non-acermal loans and loans contracnally past due 90 days or move and still acerning. It is the Bank’s policy genesally 10 cease aconing interest on all Joans
contractually past due 30 days or more.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Private Securities Litigation Reform Act Safe Harbor Statemnent

This Annual Report, including information included or incorporated by reference, contains statements which are not histori-
cal facts but “forward-looking statements,” as that term is defined in the Private Securities Litigation Reform Act of 1995,
with respect to the financial condition, results of operations, plans, objectives, future performance and business of Roslyn
Bancorp, Inc. and its subsidiaries (the Company). These forward-looking statements are subject to risks and uncertainties
which could cause actual results to differ materially from those currently anticipated due to a number of factors, which
include, but are not limited to, factors discussed in documents that the Company files with the Securities and Exchange
Commission (the SEC) from time to time.

"o I

Forward-looking statements may be identified by the use of such words as “believe,” "expect,” “anticipate,” “should,”
“planned,” “estimated,” “intend” and "potential.” Examples of forward-looking statements include, but are not limited to,
possible or assumed estimates with respect to the Company’s financial condition, expected or anticipated revenue, results
of operations and the Company's business, including with respect to earnings growth (on the basis of generally accepted
accounting principles in the United States of America (GAAP} and on a non-GAAP cash basis); asset quality and levels of
non-performing assets; resolution of non-performing assets; origination volume in the Company's consumer,
commercial and other lending businesses; results of operations from real estate joint ventures; demand for the Company’s
products and services, including, among other things, retail deposit products sold through retail branches, including the
Company’s de nove branches; current and future capital management programs; non-interest income, including fees from
services and product sales; tangible capital generation; market share; expenses; and other business operations and strate-
gies, each of which are subject to various factors which could cause actual results to differ materially from these estimates.
The Company’s ability to predict results or the actual effect of future plans or strategies is inherently uncertain.

Factors which could have a material adverse effect on the Company's operations include, but are not limited to prevailing
economic conditions; changes in interest rates; changes in loan demand; changes in real estate values; changes in compe-
tition; changes in retail banking revenues; changes in revenues from sales of non-deposit investment products; the level of
real estate joint venture activities; the level of defaults on loans owed to the Company; losses and prepayments on loans
made by the Company, whether held in portfolio or sold in the secondary markets; changes in accounting principles, poli-
cies or guidelines; changes in any applicable law, rule, regulation or practice with respect to tax or other legal issues; risks
and uncertainties related to acquisitions and related integration and restructuring activities; and other economic, competi-
tive, governmental, regulatory, and technological factors affecting the Company’s operations, pricing, products and services
or the operations, pricing or products of the Company’s real estate joint ventures.

Forward-locking statements are made as of the date of this document, and, except as required by applicable law, the
Company assumes no obligation to update forward-looking statements or to update the reasons why actual results could
differ from those projected in forward-locking statements. You should consider these risks and uncertainties in evaluating
forward-looking statements and you should not place undue reliance on these statements.

General

Roslyn Bancorp, Inc. (on a stand alone basis, the Holding Company), incorporated on July 26, 1996, is the holding company
for The Roslyn Savings Bank and its subsidiaries {collectively, the Bank). The Bank was converted from a New York State
chartered mutual savings bank to a New York State chartered stock savings bank on January 10, 1997.

During 2000, the Company announced its strategic initiatives and plans to discontinue its residential mortgage banking
business through the divestiture of its mortgage banking subsidiary, Roslyn National Mortgage Corporation (RNMC). The
Company recorded a pre-tax restructuring charge of $12.0 million in the third quarter of 2000 related to the divestiture of
RNMC. See Note 3 of Notes to Consolidated Financial Statements.

After the close of business on February 16, 1999, T R Financial Corp., a Delaware company, merged with and into the
Company and T R Financial Corp.'s subsidiary, Roosevelt Savings Bank, a New York State chartered stock savings bank,
merged with and into the Bank (the Merger). All subsidiaries of Roosevelt Savings Bank became subsidiaries of the Bank.
The acquisition was accounted for as a pooling-of-interests, and, accordingly, all historical financial information for the
Company has been restated to include T R Financial Corp.’s historical information for the earliest period presented.
Previously reported balances of T R Financial Corp. have been reclassified to conform to the Company's presentation and
restated to give effect to the Merger. See Note 2 of Notes to Consolidated Financial Statements.
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The Company conducts business primarily through its ownership of the Bank. Currently, the Bank operates 37 banking loca-
tions in the New York boroughs of Kings, Queens and The Bronx, and the counties of Nassau and Suffolk. Subsequent to
the 2000 divestiture of RNMC, the Bank discontinued its operations through mortgage origination offices.

The Company’s results of operations are dependent primarily on net interest income, which is the difference between the
income earned on its loan and security portfolios and the cost of funds, consisting of the interest paid, on its deposits and
borrowings. Results of operations are also affected by, among other things, the Company’s provision for loan losses, secu-
rity sale activities, levels of non-performing assets, sales of non-deposit investments and real estate joint venture activities
and, to a lesser extent, loan sale and servicing activities. The Company’s non-interest expense principally consists of
compensation and employee benefits, occupancy and equipment expense, federal deposit insurance premiums and other
operating expenses. Results of operations are also affected by general economic and competitive conditions, particularly
changes in interest rates, government policies and actions of regulatory authorities.

Management Strategy

The Company's general operating strategy focuses on the origination of commercial, construction, multi-family and con-
sumer foans and the efficient use of personnel and technological resources. During the last half of 2000 the Company
reduced its previous emphasis on investing in one- to four-family loans through the divestiture of RNMC, in favor of investing
in higher margin business lines, including commercial, construction and multi-family real estate loans, as well as consumer
and business loans. The Company’s current operating strategy consists primarily of: (1) the origination of commercial, con-
struction and multi-family real estate loans in the Bank's primary market area and the origination of consumer and business
loans; (2) investing funds, not utilized for loan originations, in the purchase of United States Government Agency securities,
mortgage-backed and mortgage related securities, preferred stock of corporate issuers and repurchasing the Company’s
common stock; (3) expanding the branch network by opening de novo branches; (4) generating fee income by attracting
and retaining high transaction core deposit accounts and through the sale of non-deposit investment products; and
{5) maintaining a low expense ratio by efficiently utilizing personnel, branch facilities and alternative delivery channels
(telephone banking, internet and ATMs) to service its customers.

Management of Interest Rate Risk

The principal objectives of the Company’s interest rate risk management are to evaluate the interest rate risk inherent in cer-
tain balance sheet accounts, to maintain an appropriate level of risk given the Company's business strategy, operating envi-
ronment, capital and liquidity requirements and performance objectives, and to manage the risk consistent with the Board
of Directors' approved guidelines. Through such management, the Company seeks to reduce the vulnerability of its opera-
tions to changes in interest rates. The Company’s Board of Directors reviews the Company's interest rate risk position on a
monthly basis. Additionally, an Asset/Liability Committee comprised of the Bank’s senior management reviews the
Company's interest rate risk position on a weekly basis. Senior management also reviews, with the Board of Directors, its
activities and strategies, the effect of those activities and strategies on the Company’s net interest margin, the market value
of the Company’s portfolio of investments and loans and. the effect that changes in interest rates may have on the
Company's investment and loan portfolios and exposure limits.

The Company has utilized the following strategies to manage interest rate risk: (1) increasing low-cost core deposits through
an expanded branch network and product offerings; (2) focusing on higher margin business lines by expanding construc-
tion, commercial real estate and multi-family lending; and (3) effectively utilizing borrowed funds and deposits to fund and
sustain asset growth while maintaining market spreads. Management believes that reducing exposure to interest rate fluc-
tuations in this manner will enhance long-term profitability.

@V
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
{continued)

Gap Analysis

The matching of assets and liabilities may be analyzed by examining the extent to which such assets and liabilities are
“interest rate sensitive” and by monitoring an institution’s “interest rate sensitivity gap.” An asset or liability is said to be
interest rate sensitive within a specific time period if it will mature or reprice within that time period. The interest rate sensi-
tivity gap is defined as the difference between the amount of interest-earning assets maturing or repricing within a specific
time period and the amount of interest-bearing liabilities maturing or repricing within that same time period. At December 31,
2002, the Company's one-year gap position was positive 42.73%. A gap is considered positive when the amount of interest
rate sensitive assets exceads the amount of interest rate sensitive liabilities. A gap is considered negative when the amount
of interest rate sensitive liabilities exceeds the amount of interest rate sensitive assets. During a period of rising interest
rates, an institution with a positive gap position would be in a better position to invest in higher yielding assets, which, con-
sequently, may result in the yield of its interest-eaming assets increasing at a rate faster than its cost of interest-bearing lia-
bilities, as opposed to if the institution had a negative gap. Accordingly, during a period of falling interest rates, an
institution with a positive gap would tend to have its interest-earning assets repricing downward at a faster rate than its
interest-bearing liabilities as compared to an institution with a negative gap which, consequently, may tend to negatively
affect the growth of its net interest income. The Company's December 31, 2002 cumulative one-year gap position reflects
the classification of available-for-sale and held-to-maturity securities within repricing periods based on their contractual
maturities adjusted for estimated callable features and prepayments, if any. If available-for-sale securities at December 31,
2002 were classified within the "Up to One Year” maturity or repricing category, net interest-earing assets would have
exceeded interest-bearing liabilities maturing or repricing within the same period by $6.30 billion, representing a positive
cumulative one-year gap position of 57.14%. Available-for-sale securities may or may not be sold, subject to management’s
discretion. Given the Company's existing liquidity position and its ability to sell securities from its available-for-sale
portfolio, management of the Company believes that its current gap position will not have a material adverse effect on its
liquidity position.

The following table sets forth the amounts of interest-earning assets and interest-bearing liabilities outstanding at
December 31, 2002, that are anticipated by the Company, based upon certain assumptions, te reprice or mature in each of
the future time pericds shown ({the Gap Table). Except as stated, the amount of assets and liabilities shown which reprice or
mature during a particular period was determined in accordance with the earlier of the term to reprice or the contractual
maturity of the asset or liability. The Gap Table sets forth an approximation of the projected repricing of assets and liabili-
ties at December 31, 2002 on the basis of contractual maturities, anticipated prepayments, callable features and scheduled
rate adjustments within a one year period and subsequent annual time intervals. Prepayment rate assumptions ranging from
4% to 70% per year were applied to the real estate loan portfolio, dependent upon the loan type and coupon. Mortgage-
backed and mortgage related securities were assumed to prepay at rates between 45% and 95% annually, dependent upon
the security type and pass-through rate. Money market accounts were assumed to decay (estimated deposit withdrawal
activity) at 11% per annum, savings accounts were assumed to decay at 5% per annum and Super NOW and NOW accounts
were assumed to decay at 3% per annum. Prepayment and deposit decay rates can have a significant impact on the
Company’s estimated gap. While the Company believes such assumptions are reasonable, there can be no assurance that
assumed prepaymerit and decay rates will approximate actual future real estate loan and mortgage-backed and mortgage
related securities principal prepayments and deposit withdrawal activity.

In addition to the foregoing, callable features of certain assets and liabilities may cause actual experience to vary from that
indicated. Included in the Gap Table are $1.26 billion of callable securities at their estimated fair value and classified prima-
rily based upon their respective call features and interest rates. Of such securities, $975.9 million have been classified, using
callable features, in the “Up to One Year” category, $70.4 million have been classified, using callable features, in the “One
to Two Years” category and $213.7 million have been classified, according to their contractual maturity date, in the “Over
Five Years” category. Also included in the Gap Table are $2.32 billion of callable borrowings, classified according to their
maturity date, except for $150.0 million of such borrowings which have been classified according to their first call date in
the "Up to One Year” category. If all callable borrowings at December 31, 2002 were classified according to their first call
date, the Company’s one-year gap position would have been positive 27.87%.




The Company's positive gap position at December 31, 2002 of 42.73% as compared to a positive 15.33% at December 31,
2001 primarily reflects the effect of continued prepayment activity experienced during 2002 in the mortgage-backed secu-
rities and real estate loan portfolios, as well as recent investment in callable federal agency securities. In addition, maturities
of certificates of deposit (CDs) lengthened during 2002. Certificates of deposits maturing in one year or less decreased from
79.9% of the total CDs held at December 31, 2001 to 56.7% of the total CDs held at December 31, 2002. Slightly offsetting
the lengthening of CD maturities was an increase in the estimated withdrawal activity of the “Up to One Year” category in
money market and savings accounts, which reflects the impact of the rise in deposit activity for these accounts.

At December 31, 2002

One Two Three Four Over
Upto to Two to Three to Four to Five Five
One Year Years Years Years Years Years Total

(Dollars in thousands)
Interest-earning assets":
Money market investments $ 102000 % — 3 — 3 - 3 — 3 — § 102,000
Debt and equity

securities, net? 1,276,490 69,956 — 21,083 1,000 623,461 1,991,990
Mortgage-backed and

mortgage related

securities, net? 4,323,659 825,536 170,350 56,926 21,748 20,487 5,418,706
Real estate loans, net®™ 1,413,147 499,969 243,668 234,442 320,563 118,682 2,830,471
Consumer and

other loans, net®® 288,639 1,904 1,953 1,387 252 1,851 295,986

Total interest-earning
assets $7,403,935 $1,397,365 § 415971 § 313,838 § 343563 $ 764,481  $10,639,153

Interest-bearing liabilities:
Money market accounts $ 98297 $ 51,112 0§ 33933 0§ 26875 § 23466 § 629774 § 863,457
Savings accounts 56,859 52,001 47,762 44,051 40,794 953,369 1,194,836
Super NOW and

NOW accounts 9,292 9,013 8,743 8,480 8,226 265,970 309,724
Certificates of deposit 1,775,405 687,311 212,417 125,934 252,383 76,019 3,129,469
Borrowed funds 755,005 238,294 875,305 600,007 340,052 1,710,484 4,519,147

Total interest-bearing
liabilities 2,694,858 1,037,731 1,178,160 805,347 664,921 3,635,616 10,016,633

Interest sensitivity gap® $4,709,077 $ 359,634 $ (762,189) $ (491,509) § (321,358) $(2,871,135) $ 622,520
Cumulative interest

sensitivity gap $4,709,077  $5,068,711  $4,306,522  $3,815013  $3,493,655 $ 622,520

Cumulative interest

sensitivity gap as a

percentage of total assets 42.73% 45.99% 39.08% 34.62% 31.70% 5.65%
Cumulative net interest-

earning assets as a

percentage of cumulative

interest-bearing liabilities 274.74% 235.80% 187.70% 166.74% 154.75% 106.21%

(1) Interest-carning assets are included in ihe period i which the balances are expecied 10 be re-deployed and/or reprice as a result of anticipated prepayments and call dates, scheduled rate adjisoments
and canrractual maruritics.

(2)  Debt, equity, morigage-hacked and mortgage related sceurities, net, are shounm at their respective carrying values. Included in debt and equity securities, net, is §97.0 million of Federal Home Loan
Bank stock.

(3} For the purpose of the gap analysts, the allowance for loan losses and non-performing loans have been excluded.

(4) Loans held-for-sale are included in the “Up 1o One Year” category.

(5} The intesest sensitivity gap represents the difference betwees total interest-carning assers and total interest-bearing liabilities.
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Certain shortcomings are inherent in the method of analysis presented in the preceding table. For example, although cer-
tain assets and liabilities may have similar maturities or repricing periods, they may react in different degrees to changes in
market interest rates. Also, the interest rates on certain types of assets and liabilities may fluctuate in advance of changes in
market interest rates, while interest rates on other types of assets and liabilities may lag behind changes in market rates.
Additionally, certain assets, such as adjustable-rate mortgage (ARM) loans, have features which limit adjustments to interest
rates on a short-term basis and over the life of the asset. Further, in the event of a change in interest rates, prepayment and
early withdrawal levels may deviate significantly from those assumed in calculating the GAP Table. Finally, the ability of bor-
rowers to service their ARM loans may decrease in the event of an interest rate increase. The Gap Table reflects manage-
ments estimates as to periods to repricing at particular points in time. Among the factors considered, management
monitors both current trends and historical repricing experience with respect to particular or similar products. For example,
the Bank has a number of deposit accounts, including passbook savings, Super NOW and NOW and money market
accounts which, subject to certain regulatory exceptions, may be withdrawn at any time. The Bank, based upon its historical
experience, assumes that while all customers in these account categories could withdraw their funds on any given day, not
all will do so even if market interest rates were to change. As a result, different assumptions may be used at different points
in time.

The Company’s interest rate sensitivity is also monitored by management through the use of a net portfolic value (NPV)
model, which generates estimates of the change in NPV over a range of interest rate change scenarios. NPV is the present
value of expected cash flows from assets, liabilities and off-balance sheet contracts. The NPV ratio, under any interest rate
scenario, is defined as the NPV in that scenario divided by the market value of assets in the same scenario. For purposes of
the NPV model, prepayment assumptions similar to those used in the Gap Table were used, reinvestment rates were those
in effect for similar products currently being offered and rates on core deposits were modified to reflect recent trends. The
following table sets forth the Company’s NPV as of December 31, 2002:

Change in
interest Rates NPV as a Percentage of
in Basis Net Portfolio Value™ Portfolio Value of Assets
Points Dollar Percent NPV Percent
(Rate Shock) Amount Change Change Ratio Change®
(Dollars in thousands)
200 $749,832 $ 219,497 41.39% 7.59% 50.60%
100 782,805 252,470 47.61 7.67 52.18
Static 530,335 — — 5.04 —
(100} 173,223 (357,112) (67.34) 1.58 (68.65)
(1) The NPV model excludes $63.0 million of guaranteed proferred beneficial interest in junior subordinated debentures.
(2)  Based on the pertfolio value of the Company s assets assuming wo change in interest rates.

As in the case with the Gap Table, certain shortcomings are inherent in the methodology used in the above interest rate risk
measurements. The current low interest rate envircnment prevents the performance of a downward change in interest rates
of 200 basis points as certain asset yields, liability costs and related indexes are below 2.00% at December 31, 2002.
Modeling changes in NPV requires the making of certain assumptions, which may cr may not reflect the manner in which
actual yields and costs respond to changes in market interest rates. In this regard, the NPV model presented assumes that
the composition of the Company’s interest sensitive assets and liabilities existing at the beginning of a period remains con-
stant over the period being measured and also assumes that a particular change in interest rates is reflected uniformly
across the yield curve regardless of the duration to maturity or repricing of specific assets and liabilities. Accordingly,
although the NPV and net interest income models provide an indication of the Company’s interest rate risk exposure at a par-
ticular point in time, actual results may differ from those indicated by the models as such measurements are not intended to
and may not provide a precise forecast of the effect of changes in market interest rates on the Company's net interest income.

Analysis of Net Interest Income

Net interest income represents the difference between income on interest-earning assets and expense on interest-bearing
liabilities. Net interest income depends upon the volume of interest-earning assets and interest-bearing liabilities and the
interest rates earned or paid upon them,




The following table sets forth certain information regarding the Company’s consolidated average statements of financial
condition and the Company’s average yields on interest-earning assets and average costs of interest-bearing liabilities for
the years indicated. Such yield or costs are derived by dividing income or expense, by the average balance of interest-
earning assets or interest-bearing liabilities, respectively. Average balances are derived from average daily balances. The
yields and costs include fees that are considered adjustments to such yields and costs.

For the Years Ended December 31,

2002 2001 2000
Average Average Average Average Average Average
Balance  Interest  Yield/Cost Balance  Interest  Yield/Cost Balance  Interest  Yield/Cost
(Dollars in thousands)
Assets:
Interest-earning assets:
Money market investments $ 83021 § 1336 1.61% $ 43,788 § 1,579 3.61% $ 19580 § 1214 6.20%
Debt and equity .
securities, net” 1,456,039 97,741 &7 951,383 75,786 7.97 905,930 69,204 7.64
Mortgage-backed and
mortgage related
securities, net” 4,693,046 271,549 579 3,024,973 193,890 6.41 2,393562 164,839 6.89
Real estate loans, net? 3,086,656 215,686 6.99 3,610,942 268,956 7.45 3,774,654 283,279 7.50
Consumer and other
loans, net? 301,381 15,978 5.30 298990 21,704 7.26 256,560 21,286 8.30
Total interest-
earning assets 9,620,143 602,290 6.26 7,930,076 561,915 7.09 7,350,286 539,822 7.34
Non-interest-earning assets® 369,204 265,423 135,460
Total assets $9,989,347 $8,195,499 $7,485,746
Liabilities and Stockholdets’ Equity:
Interest-bearing liabilities:
Interest-bearing deposits:
Money market accounts $ 571,847 12,413 2.17 § 321,728 10,046 312 § 239,525 10,512 439
Savings accounts® 1,053,347 11,551 1.10 897,122 14,604 1.63 925293 17,57 1.90
Super NOW and
NOW accounts 280,997 1,747 0.62 218,055 2916 1.34 168,708 3,130 1.86
Certificates of deposit 3,022,106 105,239 3.48 2,732,065 142,169 5.20 2,554,147 143,799 543
Total interest-
bearing degosits 4,928,297 130,950 2.66 4168970 169,735 4.07 3,887,673 175,012 450
Borrowed funds 4118437 193,266 4.69 3,154,877 171,955 5.45 2,762,551 167,119 6.05
Total interest-
bearing liabilities 9,046,734 324,216 3.58 7,323,847 341,690 4.67 6,650,224 342131 514
Non-interest-bearing liabilities 362,161 263,300 265,750
Total liebilities 9,408,895 7,587 147 6,915,974
Stockholders’ equity 580,452 608,352 569,772
Total liabilities and
stockholders’ equity ~ $9,989,347 $8,195,499 $7,485,746
Net interest income/interest
rate spread” $278,074 2.68% $220,225 2.42% $197,691 2.20%
Net interest margin® 2.89% 2.78% 2.69%
Ratio of interest-earning assets
to interest-bearing liabilities 106.34% 108.28% 110.53%

(1) Includes, at amortized cost, securitics available-for-sale, net, and i the case of debr and equity sceuritics, net, Federal Home Loan Bank stock.
(2} Amount is net of deferred loan fees, deferred morigage interest, unamortized discounts and allowance for foan losses and inclides loans held-for-sale, net, and non-performing loans.

(3)  lncluded in nen-interest-carning assets for the years ended December 31, 2002, 2001 and 2000 is Bank Ouwned Life Insurance (BOLI) with an average balance of $116.0 million, $108.3 million
and $65.5 miliion, respectively, and income of 87.5 million, $7.7 willion and §4.7 million, respectively. Tle reclassification of the BOLI asset into intercsi-carning assets and the associated income
front other income to interest income for the years ended December 31, 2002, 2001 and 2000 would change ihe net interest rate spread, net interest margin and the ratio of interest-earning asscts
to interest-hearing liabilitics 10 2.68%, 2.93% aud 107.62%, respectively, 2.42%, 2.84% and 109.76%, respectively, and 2.20%, 2.73% and 111.51%, respectively.

(4 Savings accounts include mortgagors’ escrow deposits.

¢35} Net imerest rate spread represents the difference benween the yield on tntercst-earning assets and the cost of interest-bearing liabilities.

{6} INet fmerest margin represents net interest income divided by average intercst-cariting assets.
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Rate/Volume Analysis

The following table presents the extent to which changes in interest rates and changes in the volume of interest-earning
assets and interest-bearing liabilities have affected the Company’s interest income and interest expense during the periods
indicated. Information is provided in each category with respect to: (1) changes attributable to changes in volume (changes
in volume multiplied by prior rate}; (2) changes attributable to changes in rate (changes in rate multiplied by prior velume);
and (3) the net change. The changes attributable to the combined impact of volume and rate have been allocated propor-
tionately to the changes due to volume and rate.

Year Ended December 31, 2002 Year Ended December 31, 2001
Compared to Compared to
Year Ended December 31, 2001 Year Ended December 31, 2000
Increase (Decrease) Increase (Decrease)
Due to Due to
Volume Rate Net Volume Rate Net
{In thotisands)
Interest-earning assets:
Money market investments $ 930 $ (1173 $ (243) $ 552 $ (187) $ 365
Debt and equity securities, net 31,211 (9,256) 21,955 3,558 3,024 6,582
Mortgage-backed and mortgage
related securities, net 94,291 (16,632) 77,659 36,487 (10,436) 29,051
Real estate loans, net (37,357) (15,913) (53,270) (12,361) (1,962) (14,323)
Consumer and other loans, net 175 (5,901 (5,726} 1,729 (1,311) 418
Total interest-earning assets 89,250 (48,875) 40,375 32,965 (10,872) 22,093
Interest-bearing liabilities:
Money market accounts 3,894 (1,527) 2,367 (2,937) 2,471 (466)
Savings accounts” 3,493 (6,546) (3,053) (520) (2,447) (2,967)
Super NOW and NOW accounts 1,369 (2,538) (1,169) (5,459) 5,245 (214)
Certificates of deposit 17,452 (54,382) (36,930) 18,745 (20,375) (1,630)
Borrowed funds 39,117 (17,806) 21,311 16,003 (11,167) 4,836
Total interest-bearing liabilities 65,325 (82,799) (17,474) 25,832 (26,273) (441)
Net change in net irterest income $23,925 $33924 $57,849 $ 7,133 $15,401 $22,534

(1) Includes morigagors’ escrow deposits.

Critical Accounting Policies

The Company has identified the accounting policies below as critical to the Company’s operations and understanding of the
Company's results of operations. Certain accounting policies are considered to be important to the portrayal of the
Company’s financial condition, since they require management to make complex or subjective judgments, some of which
may relate to matters that are inherently uncertain. The inherent sensitivity of the Company's consolidated financial statements
to critical accounting policies and the use of judgments, estimates and assumptions could result in material differences in
the Company’s results of operations or financial condition.

Allowance for Loan Losses—The Company has determined that the methodology used in determining the level of its allowance
for loan losses is critical in the presentation and understanding of the Company’s consolidated financial statements. The
allowance for loan losses represents management’s estimate of probable losses inherent in the loan portfolio. This evalua-
tion process is subject to numerous estimates and judgments. The frequency of default, risk ratings and loss recovery rates,
among other things, are considered in this evaluation, as are the size and diversity of individual large credits. Changes in
these estimates could have a direct impact on the provision for loan losses and could result in a change in the allowance.
While management uses available information to determine fosses on loans, future additions to the allowance may be
necessary based, among other things, on unanticipated changes in economic conditions, particularly in the New York
Metropolitan area.

In evaluating the loan portfolic, management takes into consideration numerous factors such as the Company’s loan
growth, prior loss experience, present risks of the loan portfolio, risk ratings assigned by lending personnel, ratings assigned
by the Company'’s independent loan review function, the present financial condition of borrowers, current economic conditions
and other portfolio risk characteristics. The Company’s formalized process for assessing the adequacy of the allowance for

N



loan losses and the resultant need, if any, for periodic provisions to the allowance charged to income entails both individual
loan analyses and loan pool analyses. The individual loan analyses are periodically performed on individually significant
lcans, or when otherwise deemed necessary, and primarily encompass multi-family, commercial real estate and construction
and development loans. The result of these analyses may result in is the allocation of the overall allowance to specific
allowances for individual loans considered impaired and non-impaired.

The loan pool analyses are performed on the balance of the Company’s loan portfolio, which were not individually
reviewed. The pools consist of aggregations of homogeneous loans, primarily one- to four-family residential and consumer
loans, having similar credit risk characteristics. Examples of pools defined by the Company for this purpose are Company-
originated, fixed-rate residential loans; Company-originated, adjustable-rate residential loans; purchased fixed-rate residen-
tial loans; outside-serviced residential loans; residential second mortgage loans; participations in conventional first
mortgage loans; residential construction loans; commercial construction loans, ete. For each such defined pool there is a set
of sub-pools based upon delinquency status, including: current, 30-59 days, 60-89 days, ?0-119 days and 120+ days (the
latter two sub-pools are considered to be “classified” by the Company). For each sub-pool, the Company has developed a
range of allowances necessary to adequately provide for probable losses inherent in that pool of loans. These ranges are
based upon a number of factors, including the risk characteristics of the pool, actual loss and migration experience,
expected loss and migration experience considering current economic conditions, industry norms and the relative season-
ing of the pool. The ranges of allowance developed by the Company are applied to the outstanding principal balance
of the loans in each sub-pool; as a result, further specific and general allocations of the overall allowance are made (the
allocations for the classified sub-pools are considered specific and the allocations for the non-classified sub-pools are
considered general).

The Company's allowance for loan losses also takes into consideration known and expected trends that are likely to affect
the creditworthiness of the loan portfolio as a whole, such as national and local economic conditions, unemployment con-
ditions in the local lending area and the timeliness of court foreclosure proceedings in the Company’s lending areas.
Management continues to believe that the Company’s allowance for loan losses at December 31, 2002 is both appropriate
in the circumstances and adequate to provide for estimated probable losses inherent in the loan portfolio.

Ewmployee Benefit Plans—The Company provides a range of benefits to its employees and retired employees, including pen-
sions and post-retirement health care and life insurance benefits. The Company records annual amounts relating to these
plans based on calculations specified by accounting principles generally accepted in the United States of America (GAAP),
which include various actuarial assumptions, such as discount rates, assumed rates of return, assumed rates of compensa-
tion increases, turnover rates and health care cost trends. The Company reviews its actuarial assumptions on an annual basis
and makes modifications to the assumptions based on current rates and trends when it is deemed appropriate to do so. As
required by GAAP, the effect of the modifications are generally recorded or amortized over future periods. The Company
believes that the assumptions utilized in recording its obligations under its employee benefit plans are reasonable based
upon the advice of its actuaries.

Investment in Debt and Equity Securities—Certain of the Company’s fixed income securities classified as available-for-sale are not
publicly traded, and quoted market prices are not available from brokers or investment bankers on these securities. The
change in the fair value of these available-for-sale securities is recorded in other comprehensive income as an unrealized
gain or loss. The Company calculates the fair value of these securities based upon assumptions established through the use
of pricing models and discounted cash flows of similar outstanding securities. Realized gains and losses on sales of securi-
ties are computed using the specific identification method. The Company conducts a periodic review and evaluation of the
securities portfolio to determine if the value of any security has declined below its carrying value and whether such decline
is other than temporary.

Income Taxes—The Company has established reserves for possible payments to various taxing authorities with respect to the
admissibility and timing of tax deductions. Management has made certain assumptions and judgments concerning the
eventual outcome of these items. The Company continually reviews those assumptions and judgments to reflect any
changes that may have arisen concerning these items.

Comparison of Financial Condition for the Yeats Ended December 31, 2002 and 2001

Total Assets

Total assets at December 31, 2002 were $11.02 billion, an increase of $2.28 billion, or 26.1%, from $8.74 billion at
December 31, 2001. This increase primarily was due to increases in the mortgage-backed and mortgage related securities
portfolio and the debt and equity securities portfolio, partially offset by a decrease in total loans receivable held for invest-
ment, net. Mortgage-backed and mortgage related securities increased $1.86 billion, or 52.2%, from $3.56 billion at
December 31, 2001 to $5.42 billion at December 31, 2002. Debt and equity securities, net, increased $890.2 million, or
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88.6%, to $1.89 billion at December 31, 2002, as compared to $1.00 billion at December 31, 2001. These increases in the
securities portfolios were primarily due to the deployment of proceeds received from increased deposits, borrowings and
principal repayments on loans and securities into mortgage-backed and mortgage related securities and debt and equity
securities. Total loaris receivable held for investment, net, decreased $540.5 million, or 14.6%, to $3.16 billion at December 31,
2002, as compared to $3.70 billion at December 31, 2001. The decrease in total loans receivable held for investment, net,
is primarily due to principal repayments, which were partially offset by loan originations for the twelve months ended
December 31, 2002.

Total Liabilities

Total liabilities at December 31, 2002 were $10.38 billion, an increase of $2.21 billion, or 27.1%, from $8.17 billion at
December 31, 2001. The increase in total liabilities principally was due to an increase in total deposits and borrowed funds.
Total deposits increased $1.22 billion, or 27.3%, from $4.49 billion at December 31, 2001 to $5.71 billion at December 31,
2002. The increase in total deposits reflects the Bank’s continued emphasis on attracting core deposits through new prod-
uct offerings and the addition of de novo branches. Core deposits increased $851.4 million, or 49.2%, from $1.73 billion at
December 31, 2001 to $2.58 billion at December 31, 2002. Additionally, certificates of deposit increased $372.7 million, or
13.5%, from $2.76 billion at December 31, 2001 to $3.13 billion at December 31, 2002. The increase in certificates of
deposit includes a net increase in brokered deposits. The Company had acquisitions of $192.1 million and maturities of
$24.8 million of brokered deposits during the year ended December 31, 2002. At December 31, 2002 and 2001, brokered
deposits totaled $226.4 million and $59.1 million, respectively. Borrowed funds increased $998.9 million, or 28.4%, from
$3.52 billion at December 31, 2001 to $4.52 billion at December 31, 2002. The Company utilizes borrowings, primarily in
the form of reverse-repurchase agreements and Federal Home Loan Bank (FHLB) borrowings, to fund asset growth. At
December 31, 2002 and 2001, senior notes totaled $18%.8 million and $75.0 million, respectively. See Note 11 to Notes to
Consolidated Financial Statements for further discussion of the senior notes.

Capital Securities

On March 20, 2002, Roslyn Preferred Trust | (RPT 1), a Delaware statutory business trust and a wholly-owned subsidiary of the
Company, issued $63.0 million aggregate liquidation amount of floating rate guaranteed preferred beneficial interests in
Junior Subordinated Debentures (the Capital Securities) due April 1, 2032, at a distribution rate equal to the é-month LIBOR
plus 360 basis points, resetting on a semi-annual basis. The maximum distribution rate on the Capital Securities is 12.0%
through April 1, 2007, with no maximum thereafter. The Company may redeem the Capital Securities, in whole or in part, at
any time on or after April 1, 2007. At December 31, 2002, the distribution rate was 5.36%. See Note 12 to Notes to
Consolidated Financial Statements for further discussion of the Capital Securities.

Stockholders’ Equity

Stockholders’ equity increased $7.5 miltion, or 1.3%, to $576.5 million at December 31, 2002 from $569.0 million at
December 31, 2001. The increase was due to net income for the year ended December 31, 2002 of $146.4 million, the
amortization of unallocated and unearned shares of common stock held by the Company's stock-related benefit plans of
$9.2 million and an increase of $30.6 million in the net unrealized gains on securities available-for-sale from December 31,
2001. Items that of‘set these increases were dividends paid of $41.9 million, the $14.6 million effect of stock options exer-
cised for the year ended December 31, 2002 and the purchase of $120.6 million, or 6,363,474 shares, of treasury stock and
$1.6 million, or 73,162 shares, of supplemental executive retirement plan (SERP) and Stock-Based Incentive Plan (SBIP) stock
for the year ended December 31, 2002.

Comparison of Operating Results for the Years Ended December 31, 2002 and 2001

General

The Company reported net income of $146.4 million for the year ended December 31, 2002, or basic and diluted earnings
per share of $1.85 and $1.82, respectively, as compared to net income of $111.2 million, or basic and diluted earnings per
share of $1.30 and $1.28, respectively, for the year ended December 31, 2001.

Interest Income

Interest income increased to $602.3 million for the year ended December 31, 2002, an increase of $40.4 million, or 7.2%, from
$561.9 million for the prior year. This increase was primarily attributable to an increase in average interest-earning assets of $1.69
billion, or 21.3%, to $9.62 billion for the year ended December 31, 2002 from $7.93 billion for the prior year. This increase
was partially offset by a decrease in the average yield on interest-earning assets of 83 basis points from 7.09% for the year
ending December 31, 2001 to 6.26% for the year ended December 31, 2002. The increase in average interest-earning
assets was primarily attributable to an increase of $1.67 billion in the average balance of mortgage-backed and mortgage



related securities, net, a $504.7 million increase in the average balance of debt and equity securities, net, a $39.2 million
increase in the average balance of money market investments and a $2.4 million increase in the average balance of con-
sumer and other loans, net. These increases were partially offset by a $524.3 million decrease in the average balance of real
estate loans, net.

Interest income on mortgage-backed and mortgage related securities, net, increased $77.6 million, or 40.1%, to $271.5 mil-
lion for the year ended December 31, 2002 from $193.9 million for the same period in 2001. The increase was a result of a
$1.67 billion, or 55.1%, increase in the average balance of mortgage-backed and mortgage related securities, net, from
$3.02 billion for the year ended December 31, 2001 to $4.69 billion for the year ended December 31, 2002. The increase in
the average balance of such securities was due to the utilization of part of the proceeds received from increased borrowings
and deposit liabilities, coupled with the re-deployment of principal repayments of real estate loans, to purchase mortgage-
backed and mortgage related securities. The increase was partially offset by a 62 basis point decline in the average yield on
mortgage-backed and mortgage related securities from 6.41% for the year ended December 31, 2001 to 5.79% for the
same period in 2002.

Interest income on debt and equity securities, net, increased $21.9 million, or 29.0%, to $97.7 million for the year ended
December 31, 2002 from $75.8 million for the same period in 2001. The increase in interest income on debt and equity
securities, net, was principally due to a $504.7 million, or 53.0%, increase in the average balance of debt and equity securi-
ties, net, from $951.4 million for the year ended December 31, 2001 to $1.46 billion for the year ended December 31,
2002. This increase was partially offset by a 126 basis point decrease in the average yield on debt and equity securities, net,
from 7.97% for the year ended December 31, 2001 to 6.71% for the same period in 2002.

Interest income on money market investments decreased $243,000, or 15.4%, to $1.3 million for the year ended December 31,
2002 from $1.6 million for the same period in 2001. The decrease was the result of a decrease of 200 basis points in the
average yield on money market investments from 3.61% for the year ended December 31, 2001 to 1.61%, for the same
period in 2002, coupled with a $3%.2 million, or 89.6%, increase in the average balance of money market investments from
$43.8 million for the year ended December 31, 2001 to $83.0 million for the year ended December 31, 2002. The increase
in the average balance of money market investments reflects an increase in volume of principal prepayments in 2002 as
compared to 2001. The decrease in average yield was principally due to the declining interest rate environment experi-
enced during 2002,

Interest income on consumer and other loans, net, decreased $5.7 million, or 26.4%, to $16.0 million for the year ended
December 31, 2002 from $21.7 million for the same period in 2001. The decrease was a result of a decrease of 196 basis
points in the average yield on consumer and other loans, net, from 7.26% for the year ended December 31, 2001 to 5.30%
for the same period in 2002. Offsetting the decrease in average yield was a $2.4 million, or 0.8%, increase in the average
balance of consumer and other loans, net, from $299.0 million for the year ended December 31, 2001 to $301.4 million for
the year ended December 31, 2002. The increase in the average balance of consumer and other loans, net, reflects an
increase in loan volume in 2002 as compared to 2001. The decrease in average yield was principally due to downward
repricing of consumer loan products during the declining interest environment experienced during 2002.

Interest income on real estate loans, net, decreased $53.3 million, or 19.8%, to $215.7 million for the year ended December 31,
2002 from $269.0 million for the same period in 2001. The decrease was a result of the decrease of $524.3 million, or
14.5%, in the average balance of real estate loans, net, outstanding from $3.61 billion for the year ended December 31,
2001 to $3.09 billion for the year ended December 31, 2002, coupled with a 46 basis point decrease in the average yield
on real estate loans from 7.45% for the year ended December 31, 2001 to 6.99% for the same period in 2002. The decrease
in the average balance was the result of the increased amount of principal repayments occurring in the one- to four-family
loan portfolio in 2002 compared to 2001, combined with management's decision to de-empbhasize its reliance on one- to
four-family lending. The decrease in yield was principally due to the declining interest rate environment experienced during
2002, which resulted in the increased principal repayments as consumers refinanced their one- to four-family loans at lower
rates, primarily with third parties.

Interest Expense
Interest expense for the year ended December 31, 2002 was $324.2 million, compared to $341.7 million for the year ended
December 31, 2001, a decrease of $17.5 million, or 5.1%. This decrease was the result of a decline in the average rate paid
on interest-bearing liabilities of 109 basis points from 4.67% for the year ended December 31, 2001 to 3.58% for the same
2002 period. This decline in average rate paid was offset by an increase in the average balance of interest-bearing liabilities
of $1.73 billion, or 23.5%, from $7.32 billion in 2001 to $9.05 billion in 2002. The increase in the average balance of
interest-bearing liabilities in 2002 as compared to 2001 was due to increases in the average balances of borrowed funds
and interest-bearing deposits.
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The average balance of borrowed funds increased $963.6 million, or 30.5%, from $3.15 billion for the year ended
December 31, 2001 to $4.12 billion for the year ended December 31, 2002. The increase in average balance, offset by a 76
basis point decrease in the average cost of borrowings, resulted in a $21.3 million, or 12.4%, increase in interest expense on
borrowed funds, from $172.0 million for the year ended December 31, 2001 to $193.3 million for the year ended December 31,
2002. The proceeds from the increase in average borrowed funds were primarily used to fund asset growth and repurchase
the Company’s common stock. The decrease in the average cost of borrowings was due to the continued declining interest
rate environment experienced during 2002, coupled with the impact of $286.7 million and $258.9 million of reverse-
repurchase agreements extinguished during the years ended December 31, 2001 and 2002, respectively.

The average balance of interest-bearing deposits increased $759.3 million, or 18.2%, from $4.17 billion for the year ended
December 31, 2001 to $4.93 billion for the year ended December 31, 2002. The increase was primarily due to an increase
in the average balance of certificates of deposit of $290.0 million, or 10.6%, an increase in the average balance of money
market accounts of $250.1 million, or 77.7%, an increase in the average balance of Super NOW and NOW accounts of
$62.9 million, or 28.9%, and an increase in the average balance of savings accounts of $156.2 million, or 17.4%. The
increase in average interest-bearing deposits was achieved by expansion of the Bank’s branch network during 2001 and
2002, as well as the introduction of new deposit products and the continuation of competitive deposit pricing. The increase
in average balance was offset by a 141 basis point decrease in the average cost of deposits which resulted in a $38.7 mil-
lion, or 22.9%, decrease in interest expense on deposits, from $169.7 million for the year ended December 31, 2001 to
$131.0 million for the year ended December 31, 2002. The decrease in the average rate paid was principally due to the
declining interest rate environment experienced during 2002.

Net Interest Income

Net interest income before provision for loan losses was $278.1 million for the year ended December 31, 2002, an increase
of $57.9 million, or 26.3%, from $220.2 million for the year ended December 31, 2001. The increase in net interest income
was attributable to increases in the net interest rate spread and margin of 26 and 11 basis points, respectively, for the year
ended December 31, 2002 as compared to the year ended December 31, 2001. The increase in the net interest rate spread
and margin for 2002 resulted primarily from the downward repricing of the Company’s interest-bearing liabilities to an aver-
age rate of 3.58% in 2002, as compared to 4.67% in 2001.

Provision for Loan Losses

The Company had a $3.0 million provision for loan losses for the year ended December 31, 2002, as compared to an
$850,000 provision for loan losses for the year ended December 31, 2001. The provision for loan losses for the years ended
December 31, 2002 and 2001 reflects management’s qualitative and quantitative assessment of the loan portfolio, changes
in the composition of the loan portfolio and net charge-offs and prospects for collection of delinquent loans. A significant
factor supporting management's decision to increase the provision for loan losses in 2002 was the migration of the loan
portfolio toward higher risk commercial real estate, construction and multi-family loans. At December 31, 2002 and 2001,
the allowance for loan losses amounted to $43.4 million and $40.6 million, respectively, and the ratio of such allowance to
total non-performing loans was 103.72% and 89.29%, respectively. Included in non-performing loans at December 31, 2002
and 2001 were $3.6 million and $5.9 million, respectively, of Federal Housing Administration (FHA) and Veterans
Administration (VA) government guaranteed loans. Excluding these loans, non-performing loans totaled $38.3 million and
$39.6 million-at December 31, 2002 and 2001, respectively, resulting in non-performing loan coverage ratios of 113.47%
and 102.50%, respectively. Management assesses the level and adequacy of the allowance for loan losses based on an eval-
uation of known and inherent risks in the loan portfolio and upon continuing analysis of the factors underlying the quality of
the {oan portfolio. Management believes the Company’s reported allowance for loan losses at December 31, 2002 is both
appropriate in the circumstances and adequate to provide for estimated probable losses inherent in the loan portfolio.

The allowance for loan losses as a percentage of total non-performing loans continued to be negatively impacted by the
2001 fourth guarter placement of two non-performing commercial credit relationships, totaling $32.1 million and $32.3 mil-
lion at December 31, 2002 and 2001, respectively, on non-accrual status.

The first commercial credit consists of loans totaling $13.3 million secured by four commercial properties in the New York
Metropolitan area. As a preferred alternative to pursuing foreclosure, the Bank, the borrowers' other creditors and the chap-
ter 11 debtors reached agreement on a plan that provided for the prompt sale of all of the properties securing the Bank’s
loans and full repayrment of all sums owed to the Bank under its notes, with consideration in excess of that amount being
paid to the subordinated secured creditors. During the first quarter of 2003, three of the four collateral properties were sold,
generating $11.1 million in proceeds which were entirely utilized to reduce this non-performing credit to $2.2 million. In
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consideration for the Bank’s agreement to release the borrower's principals from liability for the debt, the borrowers trans-
ferred title to the fourth remaining property to a subsidiary of the Bank by deed-in-lieu of foreclosure and assigned to such
subsidiary all of the borrower’s rights under a certain contract for the sale of the property to a third party, which is expected
to close during the first quarter of 2003.

The second credit is an $18.8 million loan secured by two assisted living facilities in the New York Metropolitan area. A
court-appointed receiver has operated the facilities since the commencement of the borrowers’ consolidated bankruptcy fil-
ing in November 2001 and has improved the facilities' cash flows and profitability since that time. Concurrently, the facilities
are actively being marketed for sale. Independent third parties have valued the facilities in excess of $16.0 million and,
based upon such independent opinion of values, management believes it has allocated an appropriate amount of the
allowance for loan losses to this credit.

Non-Interest Income

Non-interest income increased $21.5 million, or 67.0%, from $32.2 million for the year ended December 31, 2001 to $53.7
mitlion for the same period in 2002. The increase reflects the increase in fees and service charges of $4.8 million, or 39.7%,
from $12.1 million for the year ended December 31, 2001 to $16.9 million for the comparable 2002 period. The increase
was attributable to a rise in fee income and service charges resulting from the continued success of the Bank's checking
campaign, as well as increased fee income associated with the sale of non-deposit investment products. Primarily con-
tributing to the increase in non-interest income was joint venture income of $17.5 million for the year ended December 31,
2002, as compared to $6.3 million for the corresponding 2001 period. Such income resulted from the delivery of 275 units
in the Company’s joint venture for the development of a residential community in Oyster Bay, New York for the year ended
December 31, 2002 as compared to 81 units delivered for the year ended December 31, 2001. Also contributing to the
increase in non-interest income was an increase of $6.5 million in net gain on securities for the year ended December 31,
2002. The increase in gain on securities reflects management's efforts to reposition the balance sheet during the year ended
December 31, 2002. During 2002 the Company sold $1.06 billion of securities as compared to $504.2 million sold during
2001. Income on Bank Owned Life Insurance (BOL!) decreased $234,000 during the current year period reflecting a
decrease in the guaranteed rate paid on the cash surrender value of the BOLI policy.

Non-Interest Expense

Total non-interest expense was $102.0 million for the year ended December 31, 2002, as compared to $88.1 million for the
year ended December 31, 2001, an increase of $13.9 million, or 15.8%. The increase in non-interest expense was attributa-
ble to an increase in general and administrative expenses, primarily relating to increases in compensation and benefits
expenses and other non-interest expenses. Additionally, non-interest expense increased due to the incurrence $2.9 million
of expense for the year ended December 31, 2002 relating to $63.0 million of Capital Securities issued in March of 2002.
See Note 12 to Notes to Consolidated Financial Statements for further discussion of the Capital Securities.

General and administrative expenses for the year ended December 31, 2002 increased $12.0 million, or 15.2%, to $%91.7
million from $79.7 million for the year ended December 31, 2001. The increase in general and administrative expenses was
primarily due to an increase in compensation and employee benefit costs of $6.3 million, an increase in occupancy and
equipment expense of $2.0 million and an increase in other non-interest expenses of $3.7 million.

The increase in compensation and employee benefits of $6.3 million, or 12.9%, primarily was due to an increase in
employee performance-based compensation and greater compensation costs associated with the Company’s branch
expansion. The increase in occupancy and equipment expenses of $2.0 million, or 17.4%, relates to additional costs associ-
ated with the operation of several new banking locations which opened in late 2001 and 2002. The $3.7 million, or 24.2%,
increase in other non-interest expenses was primarily due to increased item and data processing, professional fees and
other operational expenses associated with the increased branch network, as well as higher legal fees related to an increased
number of loan closings.

Income Taxes

Provision for income taxes increased $28.1 million, or 54.0%, from $52.2 million recorded during the year ended December 31,
2001 to $80.3 million during the year ended December 31, 2002. This increase was principally due to a $63.3 million, or
38.8%, increase in income before provision for income taxes for the year ended December 31, 2002.
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Comparison of Operating Results for the Years Ended December 31, 2001 and 2000

General

The Company reported net income of $111.2 million for the year ended December 31, 2001, or basic and diluted earnings
per share of $1.30 and $1.28, respectively, as compared to net income of $89.9 millicn, or basic and diluted earnings per
share of $0.96 and $0.95, respectively, for the year ended December 31, 2000.

Interest Income

Interest income increased to $561.9 million for the year ended December 31, 2001, an increase of $22.1 million, or 4.1%,
from $539.8 million for the prior year. This increase was primarily attributable to an increase in average interest-earning
assets of $579.8 million, or 7.9%, to $7.93 billion for the year ended December 31, 2001 from $7.35 billion for the prior
year. This increase was partially offset by a decrease in the average yield on interest-earning assets of 25 basis points from
7.34% for the year ending December 31, 2000 to 7.09% for the year ended December 31, 2001. The increase in average
interest-earning assets was primarily attributable to an increase of $631.4 million in the average balance of mortgage-
backed and mortgage related securities, net, a $45.5 million increase in the average balance of debt and equity securities,
net, and a $42.4 million increase in the average balance of consumer and other loans, net. These increases were partially
offset by a $163.7 million decrease in the average balance of real estate loans, net.

Interest income on mortgage-backed and mortgage related securities, net, increased $29.1 million, or 17.6%, to $193.9 mil-
lion for the year ended December 31, 2001 from $144.8 million for the same period in 2000. The increase was a result of a
$631.4 million, or 26.3%, increase in the average balance of mortgage-backed and mortgage related securities, net, from
$2.39 billion for the year ended December 31, 2000 to $3.02 billion for the year ended December 31, 2001. The increase
in average balance was due to the utilization of part of the proceeds received from increased borrowings and deposit lia-
bilities, coupled with the re-deployment of principal repayments of real estate loans, to purchase mortgage-backed and
mortgage related securities. The increase was partially offset by a 48 basis point decline in the average yield on mortgage-
backed and mortgage related securities from 6.89% for the year ended December 31, 2000 to 6.41% for the same period
in 2001.

Interest income on debt and equity securities, net, increased $6.6 million, or 9.5%, to $75.8 million for the year ended
December 31, 2007 from $69.2 million for the same period in 2000. The increase was principally the result of a 33 basis
point increase in the average yield on debt and equity securities, net, from 7.64% for the year ended December 31, 2000
to 7.97% for the same period in 2001. The increase in interest income on debt and equity securities, net, was also due to a
$45.5 million, or 5.0%, increase in the average balance of debt and equity securities, net, from $905.9 million for the year
ended December 31, 2000 to $951.4 million for the year ended December 31, 2001.

Interest income on consumer and other loans, net, increased $418,000, or 2.0%, to $21.7 million for the year ended
December 31, 2001 from $21.3 million for the same period in 2000. The increase was a result of the $42.4 million, or 16.5%,
increase in the average balance of consumer and other loans, net, from $256.6 million for the year ended December 31,
2000 to $299.0 million for the year ended December 31, 2001. Offsetting the increase was a decrease of 104 basis points
in the average yield on consumer and other loans, net, from 8.30% for the year ended December 31, 2000 to 7.26%, for the
same period in 2001. The increase in the average balance of consumer and other loans, net, reflects an increase in home
equity and consumer loan volume in 2001 as compared to 2000. The decrease in average yield was principally due to
downward repricing of consumer loan products during the declining interest rate environment which prevailed during 2001.

Interest income on real estate loans, net, decreased $14.3 million, or 5.1%, to $269.0 million for the year ended December 31,
2001 from $283.3 million for the same period in 2000. The decrease was a result of the decrease of $163.7 million, or 4.3%,
in the average balance of real estate loans, net, outstanding from $3.77 billion for the year ended December 31, 2000 to
$3.61 billion for the year ended December 31, 2001, coupled with a five basis point decrease in the average yield on real
estate loans from 7.50% for the year ended December 31, 2000 to 7.45% for the same period in 2001. The decrease in the
average balance was the result of the increased principal repayments occurring in the one- to four-family loan portfolio in
2001 compared to 2000, combined with management’s decision to de-emphasize its reliance on one- to four-family lending.
The decrease in yield was principally due to the declining interest rate environment during 2001, which resulted in increased
principal repayments as consumers refinanced their loans at lower rates, primarily with third parties.
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Interest Expense
Interest expense for the year ended December 31, 2001 was $341.7 million, compared to $342.1 million for the year ended
December 31, 2000, a decrease of $441,000, or 0.1%. This decrease was the result of a decline in the average rate paid on
interest-bearing liabilities of 47 basis points from 5.14% for the year ended December 31, 2000 to 4.67% for the same 2001
period. This decline in average rate paid was offset by an increase in the average balance of interest-bearing liabilities from
$6.65 billion in 2000 to $7.32 billion in 2001. The increase in the average balance of interest-bearing liabilities in 2001 as
compared to 2000 was due to increases in the average balances of borrowed funds and interest-bearing deposits.

The average balance of borrowed funds increased $392.3 miltion, or 14.2%, from $2.76 billion for the year ended
December 31, 2000 to $3.15 billion for the year ended December 31, 2001. This increase, offset by a 60 basis point
decrease in the average cost of borrowings, resulted in a $4.9 million, or 2.9%, increase in interest expense on borrowed
funds, from $167.1 million for the year ended December 31, 2000 to $172.0 million for the year ended December 31, 2001.
The proceeds from the increase in average borrowed funds were primarily used to fund asset growth and repurchase the
Company's common stock. The decrease in the average cost of borrowings was due to the declining interest rate environ-
ment experienced during 2001.

The average balance of interest-bearing deposits increased $281.3 million, or 7.2%, from $3.89 billion for the year ended
December 31, 2000 to $4.17 billion for the year ended December 31, 2001. The increase was primarily due to an increase
in the average balance of certificates of deposit of $177.9 million, or 7.0%, an increase in the average balance of money
market accounts of $82.2 million, or 34.3%, and an increase in the average balance of Super NOW and NOW accounts of
$49.3 million, or 29.2%, offset in part by a $28.2 million, or 3.0%, decrease in the average balance of savings accounts. The
increase in average interest-bearing deposits was achieved by expansion of the Bank's branch network during late 2000 as
well as the introduction of new deposit products and continuation of competitive deposit pricing.

Net Interest Income

Net interest income before provision for loan Josses was $220.2 million for the year ended December 31, 2001, an increase
of $22.5 million, or 11.4%, from $197.7 million for the year ended December 31, 2000. The increase in net interest income
was attributable to increases in the net interest rate spread and margin of 22 and 9 basis points, respectively, for the year
ended December 31, 2001 as compared to the year ended December 31, 2000. The increase in the net interest rate spread
and margin for 2001 resulted from the Company's interest-bearing liabilities repricing downward at a faster rate than its
interest-earning assets during the declining interest rate environment of 2001,

Provision for Loan Losses

The Company had a $850,000 provision for loan losses for the year ended December 31, 2001, as compared to a $1.0 mil-
lion provision for loan losses for the year ended December 31, 2000. The provision for loan losses for the year ended
December 31, 2001 reflects management's qualitative and quantitative assessment of the loan portfolio, net charge-offs and
prospects for collection of delinguent loans. The $1.0 million provision for loan losses for the year ended December 31,
2000 related to $11.2 million of loans transferred from RNMC based on management’s qualitative and quantitative assess-
ment of the loan portfolio and net charge-offs and prospects for collection of delinquent loans in connection with the
divestiture process. At December 31, 2001 and 2000, the allowance for loan losses amounted to $40.6 million and $40.5
million, respectively, and the ratio of such allowance to total non-performing loans was 89.29% and 414.36%, respectively.
The ratio of the allowance for loan losses to total non-performing loans principally declined due to two commaercial credit
relationships, totaling $32.3 million at December 31, 2001, which were placed on non-accrual status during the fourth quar-
ter of 2001. Included in non-performing loans at December 31, 2001 and 2000 were $5.9 million and $3.0 million, respec-
tively, of Federal Housing Administration (FHA) and Veterans Administration (VA) government guaranteed loans. Excluding
these loans, non-performing loans totaled $39.6 million and $6.8 million at December 31, 2001 and 2000, respectively,
resulting in non-performing loan coverage ratios of 102.50% and 599.73%, respectively. Management assesses the level
and adequacy of the allowance for loan losses based on an evaluation of known and inherent risks in the loan portfolio and
upon continuing analysis of the factors underlying the quality of the loan portfolio. Management believes the Company's
reported allowance for loan losses at December 31, 2001 is both appropriate in the circumstances and adequate to provide
for estimated probable losses inherent in the loan portfolio.
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Non-Interest Income

Non-interest income increased $26.0 million, or 417.2%, from $6.2 million for the year ended December 31, 2000 to $32.2
million for the same period in 2001. The increase principally reflects the increase in the net gain on securities of $22.3 mil-
lion from the 2000 period loss of $18.4 million to a net gain on securities of $3.7 million in the 2001 period. In addition to
the increase in the net gain on securities, fees and service charges increased $5.0 million, or 70.2%, from $7.1 million for the
year ended December 31, 2000 to $12.1 million for the year ended December 31, 2001. The increase in fees and service
charges was attributable to a rise in fee income and service charges resulting from the continued success of the Bank’s
checking campaign, as well as increased fee income associated with the sale of non-deposit investment products.

Income on BOL! increased $3.0 million, or 62.7%, during the year ended December 31, 2001, reflecting a full twelve months
of BOLI income, or $7.7 million, as compared to the partial year, or $4.7 million, of BOLI income recorded during the twelve
months ended December 31, 2000. Also included in non-interest income for the year ended December 31, 2001 was $6.3
million in income related to the delivery of 81 residential units, during the third and forth quarters of 2001, in connection
with the Company's joint venture for the development of a residential community in Oyster Bay, New York. Partially offset-
ting the above increases was a decrease of $8.6 million in mortgage banking operations income due to the divestiture of
RNMC in 2000 and a $2.0 million, or 45.3%, decrease in other non-interest income. Other non-interest income in 2000
included a $3.3 million gain on the sale of the former T R Financial Corp. headquarters in Garden City, New York.

Non-Interest Expense

Total non-interest expense was $88.1 million for the year ended December 31, 2001, as compared to $81.6 million for the
year ended December 31, 2000, an increase of $6.5 million, or 8.0%. Included in total non-interest expense for the year
ended December 31, 2001 was $8.3 million in prepayment penalties resulting from debt extinguishments. Included in total
non-interest expense for the year ended December 31, 2000 was a $12.0 million restructuring charge associated with the
divestiture of RNMC.

General and administrative expenses for the year ended December 31, 2001 increased $10.5 million, or 15.2%, to $79.7
million from $69.2 million for the year ended December 31, 2000. The increase in general and administrative expenses was
primarily due to an increase in compensation and employee benefit costs of $13.4 million and an increase in occupancy and
equipment expense of $951,000. These increases were partially offset by decreases in advertising and promotion expenses
of $489,000 and other non-interest expenses of $3.2 million.

The increase in compensation and employee benefits of $13.4 million, or 37.7%, primarily was due to an increase in
employee stock and performance-based benefit plans expenses and commissions paid in connection with increases in sales
of non-deposit investment products. The increase in compensation and employee benefits for 2001 also reflects a $3.5 mil-
lion credit for an employee benefit plan settlement gain recognized in 2000. The increase in occupancy and equipment
expense of $951,000, or 9.2%, relates to additional costs associated with the operation of several new banking locations
which opened in late 2000, coupled with the operation of the Company's headquarters in Jericho, New York, for a full year
in 2001. The decrease in advertising and promotion expense of $489,000, or 12.0%, was due to higher promotion expenses
recorded in 2000 for the Bank's checking campaign. The $3.2 million, or 17.5%, decrease in other non-interest expenses
was primarily due to decreased operational and loan processing expenses related to the discontinuation of residential mort-
gage lending operations conducted by RNMC, as well as a decrease in other operational and professional expenses.

Income Taxes

Provision for income taxes increased $20.8 million, or 66.2%, from $31.4 million recorded during the year ended December 31,
2000 to $52.2 million during the year ended December 31, 2001. This increase was principally due to a $42.1 million, or
34.7%, increase in income before provision for income taxes from $121.3 million for the year ended December 31, 2000 to
$163.4 million for the year ended December 31, 2001.

Liquadity and Capital Resources

The Company’s primary sources of funds are deposits, borrowings and proceeds from the principal and interest payments
on loans and securities. While maturities and scheduled amortization of loans and securities are predictable sources of
funds, deposit flows, prepayment of mortgage loans and mortgage-backed securities are greatly influenced by general
interest rates, economic conditions and competition.

Another source of funding for the Holding Company is dividend payments from the Bank. Dividends paid by the Bank have
primarily been used to fund common stock repurchases, pay dividends on the Company’s common stock and to repay bor-
rowings. The Bank's ability to pay dividends to the Holding Company is generally limited by New York State banking law
and regulations and the regulations of the Federal Deposit Insurance Corporation and the Office of Thrift Supervision. For
the year ended December 31, 2002, the Bank paid $7.2 millicn of dividends to the Holding Company.




As of December 31, 2002, the Company has issued $190.0 million in unsecured senior notes. Of such notes, $75.0 million
are at a rate of 7.50%, which were issued at par, and have a maturity date of December 1, 2008; $115.0 million of such
notes are at a rate of 5.75%, which were issued at a price of 99.785%, and have a maturity date of November 15, 2007, The
proceeds from the issuance of the senior notes were used for general corporate purposes, including, among other things,
the repurchase of the Company's common stock and the repayment of borrowed funds. In addition, the Company currently
has the ability to issue an additional $10.0 million in debt and other types of securities, with rates and terms to be deter-
mined, pursuant to the Company’s $200.0 million shelf registration filed with the SEC during 2001.

On March 20, 2002 the Company, through its wholly-owned subsidiary RPT 1, issued $63.0 million in floating rate Capital
Securities. Such securities bear interest at 6-month LIBOR plus 360 basis points and are due April 1, 2032. At December 31,
2002, the distribution rate was 5.36%. The proceeds from the issuance of the Capital Securities were used for general cor-
porate purposes, including, among other things, the repurchase of the Company's common stock and the repayment of
borrowed funds. The issuance costs, totaling $850,000, associated with the Capital Securities issuance have been capital-
ized and are being amortized over the life of the security.

The primary investing activities of the Company are the origination of mortgage and construction loans and the purchase of
mortgage-backed, mortgage related, debt and equity securities. During the years ended December 31, 2002 and 2001, the
Bank originated $147.3 million and $85.0 million, respectively, of one- to four-family mortgage loans. During the year ended
December 31, 2002, the Bank originated $731.2 million of construction, multi-family and commercial real estate loans, as
compared to $527.4 million in the comparable 2001 period. This increase reflects management’s decision to de-emphasize
its reliance on one- to four-family lending and capitalize on its higher margin lending operations. Purchases of securities
available-for-sale totaled $9.26 billion and $4.87 billion during the years ended December 31, 2002 and 2001, respectively.
Purchases of held-to-maturity securities for 2002 totaled $371.5 million. In addition to the aforementioned investing activi-
ties, the Company, during 2002, invested $25.0 million in a joint venture with The Holiday Organization of Westbury, New
York, for the development of a 177 unit residential community in Mt. Sinai, New York.

In early 2001 the Bank entered into a private label program for the origination of one- to four-family loans through its exist-
ing branch network under a mortgage origination assistance agreement with a third party mortgage originator. Under this
program, the Bank utilizes the third party’s mortgage loan origination platforms (including, among others, telephone and
internet platforms) to originate loans, based on defined underwriting criteria and in accordance with Federal National
Mortgage Association guidelines, that close in the Bank's name and utilize the Bank’s licensing. The Bank funds such loans
directly, and, under a separate loan and servicing rights purchase and sale agreement with the same third party, has the
option to retain the loans in its portfolio, sell the loans to third party investors or sell the loans to the same third party at
agreed upon pricing.

The Bank intends to enter into a private label agreement, during the second quarter of 2003, with a nationally recognized
third party for the purpose of originating lines of credit and fixed-rate second mortgages. The loans will be underwritten in
accordance with the Bank’s underwriting guidelines for these products. The loans may be sold to the originator under a sep-
arate purchase and sale agreement at a predetermined price, or the Bank may elect to retain the originated loans for its
own portfolio. Additionally, the loans originated under this program will be serviced by a third party servicer.

The Company closely monitors its liquidity position on a daily basis. Excess short-term liquidity is invested in overnight
federal funds sold. In the event that the Company should require funds beyond its ability to generate them internally,
additional sources of funds are available through the use of reverse-repurchase agreements, FHLB advances and other
borrowing facilities. At December 31, 2002, the Company had $4.52 billion in borrowed funds outstanding, as compared to
$3.52 billion at December 31, 2001.

At December 31, 2002, the Company had outstanding loan commitments, including standby letters of credit, to advance
$448.8 million, primarily for commercial real estate and construction loans. Management anticipates that it will have suffi-
cient funds available to meet its current foan commitments.

In the normal course of business, the Company enters into commitments to purchase securities. As of December 31, 2002,
the Company had $809.3 million in commitments to purchase mortgage-backed securities.

Certificates of deposit that are scheduled to mature in one year or less at December 31, 2002 totaled $1.78 billion. Based
upon prior experience, and the Company’s current pricing strategy, management believes that a significant portion of such
deposits will remain with the Company.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(continued)

The Company’s mest liquid assets are cash and cash equivalents, money market investments, short-term securities and securities
available-for-sale. The levels of these assets are dependent on the Company's operating, financing, lending and investment
activities during any given period. At December 31, 2002 and 2001, the Company had $171.0 million and $102.8 miltion,
respectively, in cash and cash equivalents and money market investments. Included in money market investments were
$10.5 million of short-term repurchase agreements at December 31, 2002. The Company had no such agreements out-
standing at December 31, 2001.

During the year erded December 31, 2002, the Company repurchased 6,363,474 shares of its common stock at an aggre-
gate cost of $120.6 million. As of December 31, 2002, the Company had repurchased 8.6 million of the 8.9 million shares
authorized in the Company’s eighth stock repurchase program. During the fourth quarter of 2002, the Company announced
its ninth stock repurchase plan, which authorizes the purchase of 4.0 million shares of the Company's common stock. Future
purchases will be made from time to time, in light of market conditions, at the discretion of management.

During the year ended December 31, 2002, the Company declared quarterly cash dividends totaling $41.9 million, or $0.53
per common share. On February 28, 2003, the Company declared a quarterly cash dividend of $0.15 per common share.
The dividend was payable on March 20, 2003 to shareholders of record on March 10, 2003.

Tangible stockholders’ equity (stockholders’ equity less certain intangible assets) totaled $575.7 million at December 31,
2002, as compared to $568.0 million at December 31, 2C01. This increase reflects the change in the Company's stockhold-
ers’ equity noted i1 the Comparison of Financial Condition section of Management'’s Discussion and Analysis of Financial
Condition and Results of Operations. Tangible equity is a critical measure of a company’s ability to repurchase stock, pay
dividends and support greater asset and franchise growth. The Company is subject to various capital requirements, which
affect its classification for regulatory purposes, as well as for deposit insurance purposes. These requirements utilize tangi-
ble equity as a base component, not equity, as defined by GAAP. Although reported earnings and return on equity are tra-
ditional measures of a company’s performance, management believes that the growth in tangible equity, or “cash
earnings,” is also a significant measure of a company’s performance. Cash earnings represent the amount by which tangible
equity changes each period due to operating results. Cash earnings include reported earnings plus the non-cash charges
related to the amortization for the allocation of Employee Stock Ownership Plan (ESOP) and SBIP stock, as well as the amor-
tization of intangible assets. These items have either been previously charged to equity, as in the case of ESOP and SBIP
charges through contra-equity accounts, or do not affect tangible equity, such as the market appreciation of allocated ESOP
shares, for which the operating charge is offset by a credit to additional paid-in-capital, and intangible asset amortization for
which the related intangible asset has already been deducted in the calculation of tangible equity.

Management believes that cash earnings and cash returns on average stockholders’ equity and average assets reflect the
Company's ability to generate tangible capital that can be leveraged for future growth. Cash earnings and cash returns on aver-
age stockholders’ equity and average assets are non-GAAP measures, which the Company believes are useful to investors
in order to gain an understanding of the trends and the results of operations for the Company's core business. These non-
GAAP measures should be viewed in addition to the Company’s GAAP results and not in lieu of such GAAP results. For the
year ended December 31, 2002, cash earnings totaled $155.8 million, or $9.4 million higher than reported earnings, and
generated a cash return on average stockholders’ equity of 26.84% and a cash return on average assets of 1.56%.

Impact of Inflation and Changing Prices

The Company’s consolidated financial statements have been prepared in accordance with GAAP, which requires the meas-
urement of financial position and operating results in terms of historical dollars without considering the changes in the rels-
tive purchasing power of money over time due to inflation. The impact of inflation is reflected in the increased cost of the
Company's operations. Unlike industrial companies, nearly all of the assets and liabilities of the Company are monetary in
nature. As a result, interest rates generally have a greater impact on the Company’s performance than do the effects of infla-
tion. Interest rates do not necessarily move in the same direction or to the same extent as the price of goods and services.

Impact of New Accounting Standards

For discussion regarding the impact of new accounting pronouncements, refer to Note 1 of Notes to Consclidated Financial
Statements.
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31, 2002 2001
(In thousands, except share amounts)
Assets
Cash and cash equivalents:
Cash and cash items $ 13249 § 10,815
Due from banks 55,740 64,810
Total cash and cash equivalents 68,989 75,625
Money market investments 102,000 27,200
Securities:
Debt securities held-to-maturity, net (fair value of $377,393) 374,763 —
Debt and equity securities available-for-sale, net (securities pledged of $114,426 at December 31, 2001) 1,520,187 1,004,728
Mortgage-backed and mortgage related securities available-for-sale, net (securities
pledged of $3,377,061 and $1,754,733 at December 31, 2002 and 2001, respectively) 5,418,706 3,560,854
Total securities 7,313,656 4,565,582
Federal Home Loan Bank of New York stock, at cost 97,040 109,870
Loans held-for-sale 11,636 9,364
Loans receivable held for investment, net:
Real estate loans, net 2,861,100 3,412,148
Consumer and other loans, net 295,586 285,012
Total loans receivable held for investment, net 3,156,686 3,697,160
Allowance for loan losses (43,421) (40,634)
Total loans receivable held for investment, net of allowance for loan losses 3,113,265 3,656,526
Banking house and equipment, net 39,558 32,589
Accrued interest receivable 58,268 50,550
Deferred tax asset, net 19,524 40,213
Intangible assets 860 986
Other assets 195,423 168,275
Total assets $11,020,219  $8,736,780
Liabilities and Stockholders’ Equity
Liabilities:
Deposits:

Savings accounts $ 1,194,836 $ 920,507

Certificates of deposit 3,129,449 2,756,737

Money market accounts 863,457 371,007

Interest-bearing demand deposit accounts 309,724 256,145

Demand deposit accounts 213,364 182,371

Total deposits 5,710,850 4,486,767
Official checks outstanding 38,350 40,349
Borrowed funds:

Reverse-repurchase agreements 2,948,587 1,757,489

Senior notes 189,759 75,000

Other borrowings 1,380,801 1,687,806

Total borrowed funds 4,519,147 3,520,295
Accrued interest payable and dividends 28,067 27,475
Mortgagors’ escrow and security deposits 24,296 30,615
Accrued taxes payable 18,946 21,837
Accrued expenses and other liabilities 41,049 40,474

Total liabilities 10,380,705 8,167,812

Guaranteed preferred beneficial interest in junior subordinated debentures 63,000 —
Stockholders’ equity:
Preferred stock, $0.01 par value, 10,000,000 shares authorized; none issued — —
Common stock, $0.01 par value, 200,000,000 shares authorized, 118,811,472 shares issued;

80,752,923 and 87,116,397 shares outstanding at December 31, 2002 and 2001, respectively 1,188 1,188
Additional paid-in-capital 509,053 507,413
Retained earnings—partially restricted 682,853 592,865
Accumulated other comprehensive income {loss):

Net unrealized gain (loss) on securities available-for-sale, net of tax 4,047 (26,573)
Unallocated common stock held by Employee Stock Ownership Plan (ESOP) (43,044) (44,838)
Unearned common stock held by Stock-Based Incentive Plan (SBIP) (3,575) 9,132)
Common stock held by Supplemental Executive Retirement Plan (SERP), at cost

{548,800 and 553,080 shares at December 31, 2002 and 2001, respectively) (5,997) {4,535)
Treasury stock, at cost (38,058,549 and 31,695,075 shares at December 31, 2002 and 2001, respectively) (568,011} (447,420)
Total stockholders’ equity 576,514 568,968

Total liabilities and stockholders’ equity $11,020,219  $8,736,780

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 2002 2001 2000

(In thousands, except per share amounts)

Interest income:

Money market investments $ 1,336 $ 1,579 $ 1.214
Debt and equity securities 97,741 75,786 69,204
Mortgage-backed and mortgage related securities 271,549 193,890 164,839
Real estate loans 215,686 268,956 283,279
Consumer and other loans 15,978 21,704 21,286
Total interest income 602,290 561,915 539,822
Interest expense;
Deposits 130,950 169,735 175,012
Borrowed funds 193,266 171,955 167,119
Total interest expense 324,216 341,690 342,131
Net interest income before provision for loan losses 278,074 220,225 197,691
Provision for loan losses 3,000 850 1,000
Net interest income after provision for loan losses 275,074 219,375 196,691
Non-interest income:
Fees and service charges 16,891 12,089 7,101
Net gains (losses) on securities 10,257 3,727 (18,557)
Income from bank owned life insurance 7,479 7,713 4,741
Joint venture income 17,494 6,258 —
Mortgage banking operations — — 8,595
Other non-interest income 1,584 2,373 4,338
Total non-interest income 53,705 32,160 6,218

Non-interest expense:
General and administrative expenses:

Compensation and employee benefits 55,126 48,807 35,442
Occupancy anc equipment 13,228 11,264 10,313
Deposit insurance premiums 881 840 952
Advertising and promotion 3,708 3,602 4,091
Other non-interest expenses 18,805 15,146 18,361
Total general and administrative expenses 91,748 79,659 69,159
Amortization of intangible assets 126 126 361
Real estate operations, net (65) 9 129
Capital trust securities 2,891 — —
Prepayment penaities on debt extinguishments 7,331 8,337 —
Restructuring charge — — 11,973
Total non-interest expense 102,031 88,131 81,622
Income before provision for income taxes 226,748 163,404 121,287
Provision for income taxes 80,342 52,161 31,388
Net income $146,406 $111,243 $ 89,899
Basic earnings per share $ 185 $ 130 $ 096
Diluted earnings per share $ 182 $ 128 $ 095

Sce accompanying notes to consolidated financial statements,
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Retained  Accumulated  Unallocated Unearned  Common
Additional  Earings— Other Common  Common  Stock Held  Treasury
Years Ended Common  Paid-in- Partially ~Comprehensive Stock Held ~ Stock Held by SERP, Stock,
December 31, 2002, 2001 and 2000 Stock Capital  Restricted  Income {Loss) by ESOP by SBIP at Cost at Cost Total
(In thousands)
Balance at December 31, 1999 1,188 $491915 $478.891  $(109557)  $(48,425) $(20,894)  §(4,191) $(151,268) $ 637,659
Comprehensive loss:
Net income — - 89,899 — - — — — 89,899
Other comprehensive income, net of tax:
Net unrealized appreciation on securities,
net of reclassification adjustment™ — — — 65,143 — — — — 65,143
Comprehensive income 155,042
Distribution of ESOP and SERP stock — 13,583 @ - — - 237 — 13,816
Exercise of stock options and related tax benefit — — (4,850) — — — — — (4.850)
Allocation of ESOP stock — 381 — — 1,794 — — —_ 2175
Amortization of SBIP stock awards — - (103) — - 5,186 — — 5,083
Cash dividends on common stock
{$0.41 per share) — — (38,049 — - —_ — - (38,049)
Common stock acquired, at cost —_ - — - — — (581)  (189,581)  {190,162)
Balance at December 31, 2000 1,188 505879 525,784 (44,414 (46,631} (15708)  (4,535)  (340,849) 580,714
Comprehensive income:
Net income — — 111,243 - — — - — 111,243
Other comprehensive income, net of tax:
Net unrealized appreciation on securities,
net of raclassification adjustment™® - — — 17,841 - —_ - —_ 17,841
Comprehensive income 129,084
Distribution of ESOP and SERP stock — 209 — — — — —_ — 299
Exercise of stock options and refated tax benefit — — (3,874) — — — — — (3,874)
Altocation of ESOP stock — 1,235 — — 1,793 — — — 3,028
Amortization of SBIP stock awards — - (503) - — 6,841 - - 6,338
Cash dividends on common stock
($0.46 per share) — —  {39,785) — - — - — {39,785)
Common stock acquired, at cost — — — — — (265) —.. (106,571) (106,834
Balance at December 31, 2001 1,188 507413 592,865 (26,573) (44,838) (9,132) (4535  (447420) 568,968
Comprehensive income:
Net income — — 146,406 — —_ - — — 146,406
Other comprehensive income, net of tax:
Net unrealized appreciation on securities,
net of reclassification adjustment™ — — — 30,620 — — — — 30,620
Comprehensive income 177,026
Exercise of stock options and related tax benefit - —  {14,595) - — — — — (14,595)
Allocation of ESOP stock — 1,640 — — 1,794 — — — 3,434
Amortization of SBIP stock awards — - 44 —_ — 5,738 - — 5,802
Cash dividends on common stock
{80.53 per share} — — {41887 - - — — - (41,887)
Common stock acquired, at cost — - - - - (181)  {(1,462)  (120591) (122,234)
Balance at December 31, 2002 $1,188 $509,053 § 682,853 $4,047 $(43,044) $ (3575 5(5997) 8(568,011) $576,514
(1) Disclosiire of reclassification amonnt, net of tax, for the years ended: 2002 2001 2000
Net unsealized appreciation arising during the year, net of rax $36,815 8§ 20,047 8§ 54390
Less: Reclasstfication adjustment for net gains flosses) included in net income, net of rax 6,195 2.206 (10,753}
Net wnrealized appreciation on securities, net of tax £30,620 S 17.841 § 65,143

(2} The tax expense relating to the net unrealized appreciation on securities during the years ended December 31, 2002, 2007 and 2000 was $21.8 million, $§12.7 million and $47.3 milfion, respee-
tively. The tax expense (bencfit) relating 1o the reclassification adjustment _for net gains (losses) was $4. 1 million, $1.5 millior and $(7.8} million, for the years ended December 31, 2002, 2001

and 2000, respectively.

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2002 2001 2000

(In tousands)
Cash flows from operating activities:
Net income $ 146,406 $ 111,243 $ 89,899
Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for loan losses 3,000 850 1,000
Provision for other real estate owned losses — — 18
Amortization of intangible assets C 126 126 361
Depreciation and amortization 4,046 3,291 3,181
Accretion of discounts in excess of amortization of premiums {39,950) (18,114) (18,564)
ESOP and SBIP expense, net 9,236 9,366 7,258
Originations of loans held-for-sale, net of sales {(1,357) (8,114) 69,930
Net gains on sales of loans (915) (428) (8,225)
Net (gains) losses on securities (10,257) (3,727) 18,557
Net gains on sales of fixed assets 6) (235) (3,266)
Net gains on sales of real estate owned (95) (40) (33)
Income from bank owned life insurance (7,479) (7,713) 4,741)
Restructuring charges and merger related costs —_ — 7,110
Income taxes deferred and tax benefits attributable to stock plans 7,418 (3,624) 4,721
Changes in assets and liabilities:
Increase in accrued interest receivable (7,718) (1,609) (6,178)
(Increase) decrease in other assets (14,031) (8,054) 15,928
(Decrease) increase in official checks outstanding (1,999 15,772 (1,181)
Increase (decrease) in accrued interest payable and dividends 592 (6,492) 5,043
{Decrease) increase in accrued taxes payable (2,891) 5,277 655
Increase (decrease) in accrued expenses and other liabilities 575 (2,239 (10,396)
Net decrease (increase) in deferred costs and fees 2,427 (780) (7,208)
Net cash provided by operating activities 87,128 84,756 163,869
Cash flows from investing activities:
Proceeds from sales and repayments of securities available-for-sale 6,985,643 3,535,422 1,094,167
Net redemption {purchase) of Federal Home Loan Bank stock 12,830 (34,624) (47,217)
Purchases of securities available-for sale (9,259,536) (4,871,373) (627,624)
Purchases of securities held-to-maturity (371,546) — —
Investment in real estate joint ventures (25,000) — (25,000)
Principal repayments on real estate joint venture 21,071 3,929 —
Purchase of bank owned life insurance — — (100,000)
Net loan repayments (originations) : 536,968 389,138 (231,914)
Purchases of banking house and equipment, net (11,009) (6,226) (2,140)
Proceeds from sales of other real estate owned 722 453 144
Net cash (used in) provided by investing activities (2,109,857) (983,281) 60,416

(Continued on next page)
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CONSOLIDATED STATEMENTS OF CAsH FLows
(continued)

Years Ended December 31, 2002 2001 2000
{In thousands) ‘
Cash flows from financing activities:
Increase (decrease) in demand deposit,
money market and savings accounts 851,351 301,116 $ (11,244)
Increase in certificates of deposit 372,732 108,870 42,413
Increase in short-term reverse-repurchase
agreements and other borrowings 191,064 332,606 330,733
Increase (decrease) in long-term reverse-repurchase
agreements and other borrowings 693,029 257,664 (320,249)
Net proceeds from the issuance of senior notes 113,948 73,875 —_
Net proceeds from the issuance of guaranteed preferred
beneficial interest in junior subordinated debentures 62,335 — —
Decrease in mortgagors’ escrow and security deposits (6,319) (3,018 (25,832)
Net cash used in exercise of stock options (23,126) (6,091 (7,795)
Cash dividends paid on common stock (41,887) (39,785) (38,049)
Cost to repurchase treasury stock (120,591) (106,571) (189,581)
Cost to repurchase common stock for SBIP and SERP (1,643) (265) (581
Net cash provided by (used in) financing activities 2,090,893 918,401 (220,185)
Net increase in cash and cash equivalents 68,164 19,876 4,100
Cash and cash equivalents at beginning of year 102,825 82,949 78,849
Cash and cash equivalents at end of year 170,989 102,825 $ 82949
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest on deposits and borrowed funds 323,624 348,182 $ 337,088
Income taxes 75,737 43,769 $ 26,566
Non-cash investing activities:
Additions to real estate owned, net 866 598 $ 422

See accompanying notes to consolidated financial statements,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies and Related Matters

Roslyn Bancorp, Inc. {on a stand alone basis, the Holding Company} was organized under Delaware law as the savings and
loan holding compary for The Roslyn Savings Bank and its subsidiaries (collectively, the Bank) in connection with the Bank's
conversion from a New York State chartered mutual savings bank to a New York State chartered stock savings bank on
January 10, 1997 (the Conversion). The following is @ summary of significant accounting policies of Roslyn Bancorp, inc.
and its wholly-owned subsidiaries {collectively, the Company). The Company's business consists primarily of the business
activities of the Bank, which activities include attracting deposits from the general public, originating real property loans
{residential mortgage, construction, commercial and multi-family property loans) and consumer loans and selling various
financial products. Deposits at the Bank are insured up to applicable fimits by the Bank Insurance Fund (BIF) of the Federal
Deposit Insurance Corporation (FDIC). The Bank is subject to comprehensive regulation, examination and supervision by
the New York State Banking Department (NYSBD) and the FDIC.

(a) Principles of Consolidation and Basis of Financial Statement Presentation

The consolidated financial statements have been prepared in conformity with accounting principles generally accepted
in the United States of America (GAAP) and include the accounts of the Company and its wholly-owned subsidiaries. All
significant inter-company balances and transactions have been eliminated in consolidation. When necessary, certain reclas-
sifications have been made to prior year amounts to conform to the current year presentation.

In preparing the consolidated financial statements, management is required to make estimates and assumptions that affect
the reported amounts of assets and liabilities as of the date of the consolidated financial statements and disclosure of
contingent assets and liabilities and results of operations for the periods then ended. Actual results could differ from those
estimates and assumptions. Material estimates that are particularly susceptible to change in the near term relate to the
determination of the allowance for loan losses, benefit plan expenses and provision for income taxes.

(b} Cash and Cash Equivalents and Money Marker Investments )

For purposes of reparting cash flows, cash and cash equivalents include cash on hand, amounts due from banks and money
market investments, which includes federal funds sold and short-term repurchase agreements and are generally sold for
one- to three-day periods. The Company is required to maintain reserves in accordance with the monetary policy of the
Federal Reserve System. Such requirement requires the Company to hold reserves in the form of vault cash, in addition to
deposits with the Federal Reserve Bank. As of December 31, 2002, the Company was in compliance with this requirement.

(c) Debt, Equity, Mortgage-Backed and Mortgage Related Securities

The Company classifies debt, readily-marketable equity, mortgage-backed and mortgage related securities in one of the
following categories: (1) “held-to-maturity” (management has a positive intent and ability to hold to maturity) which are to
be reported at amortized cost; (2) “trading” (held for current resale) which are to be reported at fair value, with unrealized
gains and losses included in earnings; and (3) "available-for-sale” (all other debt, equity, mortgage-backed and mortgage
related securities) which are to be reported at fair value, with unrealized gains and losses reported, net of tax, as accumu-
lated other comprehensive income or loss, a separate component of stockholders’ equity. The Company determines the
appropriate classification of each security at the time of purchase.

Premiums and discounts on debt, mortgage-backed and mortgage related securities are amortized to expense and
accreted to income over the estimated life of the respective security using the interest method. Premiums paid on certain
callable preferred stock are amortized against income over the period to the call date. Gains and losses on the sales of
securities are recognized on realization. Realized gains and losses on sales of securities are computed using the specific
identification method. The Company conducts a periodic review and evaluation of the securities portfolio to determine if
the value of any security has declined below its carrying value and whether such decline is other than temporary.

(d} Loans Receivable and Loans Held-for-Sale

Loans receivable are stated at unpaid principal balances, including negative escrow, less unearnied discounts, deferred
mortgage interest and net deferred loan origination fees. Purchased loans are recorded at cost. Related premiums or dis-
counts on mortgage and other loans purchased are amortized to expense or accreted to income using the interest method
over the estimated life of the loans. The Company defers certain loan origination and commitment fees, net of certain orig-
ination costs, and amortizes them as an adjustment of the loan yield over the term of the related loan using the interest
method. When a loan is sold or repays, the remaining net unamortized fee is taken into income.

Loans held-for-sale are carried at the aggregate lower of cost or market value as determined by outstanding commitments
from investors or current investor yield requirements calculated on an aggregate loan basis.




Income from mortgage banking operations during the year ended December 31, 2000 was related to the company's mort-
gage banking subsidiary, Roslyn National Mortgage Corporation (RNMC) and was comprised of the gains or losses gener-
ated from the sale of mortgage loans by RNMC into the secondary market, including all fees and mortgage servicing rights
related thereto. Due to the divestiture of RNMC, in late 2000, no income from mortgage banking operations was recorded
during the years ended December 31, 2002 or 2001.

A substantial portion of the Company’s loans are secured by real estate in the New York Metropolitan area. Accordingly, the
ultimate collectibility of such a loan portfolio is susceptible to changes in market conditions in the New York Metropolitan area.

(¢) Allowance for Loan Losses

The allowance for loan losses is based on a periodic analysis of the loan portfolic and reflects an amount that, in manage-
ment’s judgment, is adequate to provide for loan losses in the existing portfolio. In evaluating the portfolio, management
takes into consideration numerous factors such as the Company's loan growth, prior loss experience, present and potential
risks of the loan portfolio, risk ratings assigned by lending personnel, ratings assigned by the independent loan review func-
tion, present financial condition of borrower, current economic conditions and other portfolio risk characteristics. Provisions
for loan losses are charged to operations. Loans, including impaired loans, are charged-off against the allowance for loan
losses when the collectibility of loan principal is unlikely. Recoveries of loans previously charged-off are credited to the
allowance for loan losses.

Management believes that the allowance for loan losses at December 31, 2002 is adequate. In connection with the deter-
mination of the allowance for loan losses, management generally obtains independent appraisals for significant properties.
While management uses available information to determine losses on loans, future additions to the allowance may be nec-
essary based on unanticipated changes in economic conditions, particularly in the New York Metropolitan area. In addition,
the NYSBD and the FDIC, as part of their examination processes, periodically review the Bank’s allowance for loan losses.
Such agencies may require the Bank to recognize additions to the allowance based on their judgments about information
available to them at the time of their examination.

The Company considers a loan impaired when, based upon current information and events, it is probable that it will be unable
to collect all amounts due for both principal and interest, according to the contractual terms of the loan agreement. Loans
individually reviewed for impairment by the Company are limited to loans modified in a troubled debt restructuring (TDR)
and commercial and multi-family first mortgage loans. The smaller-balance homogeneous loans that are collectively evalu-
ated for impairment by the Company include one- to four-family first mortgage loans, student loans and consumer loans,
other than those modified in a TDR. The measurement value of the Company’s impaired loans is based on the fair value of
the underlying collateral. The Company identifies and measures impaired loans in conjunction with its review of the ade-
quacy of its allowance for loan losses. Specific factors utilized in the identification of impaired loans include, but are not lim-
ited to, delinquency status, loan-to-value ratio, the condition of the underlying collateral, credit history and debt coverage.

It is the Bank's policy generally to discontinue accruing interest on all loans which are more than 90 days past due with con-
tractual terms, or when, in the opinion of management, such suspension is warranted. When a loan is placed on non-accrual
status and/or is considered to be impaired, the Bank ceases the accrual of interest owed and previously accrued interest is
charged against interest income. Loans generally are returned to accrual status when the loan delinquency status is less
than 90 days past due and the Bank has reasonable assurance that the loan will be fully collectible. Uncollectible amounts
are charged-off to the allowance for loan losses when all collection efforts have been exhausted.

Cash receipts on non-accrual loans, including impaired loans, are generally applied to principal and interest in accordance
with the contractual terms of the loan. If full payment of principal is not expected, the Company will either defer the recog-
nition of interest until the loan performs according to its original terms or apply all of the principal and interest payments
received as a reduction of the carrying value of the loan.

{f) Banking House and Equipment

Land is carried at cost and banking houses are carried at cost, less accumulated depreciation. Depreciation on banking
houses is computed on the straight-line method over a twenty-five- to fifty-year period. Leasehold improvements are stated
at cost, less accumulated amortization. Amortization of leasehold improvements is computed on the straight-line method
over the terms of the respective lease or the life of the improvement, whichever is shorter. Furniture, fixtures and equipment
are stated at cost, less accumulated depreciation. Depreciation on furniture, fixture and eguipment is computed on the
straight-line method over the estimated service lives, which is generally a three- to ten-year period.
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(g Real Estate Owned

Real estate owned (REQ) properties acquired through foreclosure or deed-in-lieu of foreclosure are reported at the lower of
cost or estimated fair value less estimated selling costs at the acquisition date. Cost represents the unpaid loan balance at
the acquisition date plus expenses, when appropriate, incurred to bring the REO property to a salable condition. Any write-
down of the recorded investment in a related loan is charged to the allowance for loan losses upon transfer of the property
to REO. The Company will maintain an allowance, when necessary, for subsequent declines in an REQ property’s carrying
value. Certain costs relating to holding such properties, and gains or losses resulting from the disposition of such properties,
are recognized in the period they are incurred. At December 31, 2002 and 2001, the Company had $717,000 and $478,000
of real estate owned, respectively, which is included in other assets in the accompanying consolidated statements of finan-
cial condition.

(h) Intangible Assets

The Company adopted Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible
Assets,” as of January 1, 2002, Goodwill and intangible assets with indefinite useful lives are not amortized, but instead
tested for impairment at least annually in accordance with the provision of SFAS No. 142. SFAS No. 142 also requires that
intangible assets with estimable useful lives be amortized over their respective estimated useful lives to their estimated
residual values and reviewed for impairment in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets.” Prior to the adoption of SFAS No. 142 the Company amortized its intangible assets in accordance
with Accounting Principles Board (APB) Opinion No. 17, “Intangible Assets,” which required the amortization of intangible
assets over their estimated useful life. The Company's intangible assets, which consist of deposit intangibles, under SFAS
No. 142, and previously under APB No. 17, are being fully amortized on a straight-line basis over the estimated useful life
of ten years. Pursuant to SFAS No. 142, as of January 1, 2002, the Company assesses intangible assets for impairment
annually, or more frequently if circumstances indicate impairment may have occurred. During 2002, the Company deter-
mined that such intangible assets were not impaired.

(i) Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the consolidated financial statement carrying amounts of
existing assets and liabilities and their respective tax bases. To the extent that current available evidence about the future
realization of the deferred tax assets raises doubt about the recorded amount, a valuation allowance must be established.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities
of a change in tax rates is recognized in income in the period that includes the enactment date.

() Summary of Retirement Benefits

The Company's retirement plan is non-contributory and covers substantially all eligible employees. The plan conforms to
the provisions of the Employee Retirement Income Security Act of 1974, as amended (ERISA). The Company's policy is to
accrue for all pension costs and to fund the maximum amount allowable for tax purposes. Actuarial gains and losses that
arise from changes in assumptions concerning future events used in estimating pension costs are amortized over a period
that reflects the long-range nature of pension expense. The Company accounts for post-retirement benefits whereby the
cost of providing those benefits to an employee, and the employee’s beneficiaries and covered dependents, are accrued
during the years that the employee renders the necessary service.




(k) Stock-Based Compensation

As allowed by SFAS No. 123, “Accounting for Stock-Based Compensation,” the Company adheres to the intrinsic-value-
based method of APB Opinion No. 25, "Accounting for Stock Issued to Employees,” and related interpretations to account
for stock options granted under the Company’s Stock-Based Incentive Plans (SBIP). Under this method no compensation
expense is recognized as all options granted under the SBIP had an exercise price equal to the market value of the under-
lying common stock on the date of grant. The Company adheres to the disclosure requirements of SFAS No. 123. The
following table illustrates the effect on net income and earnings per share if the fair value based method of SFAS No. 123
had been applied for the years ended December 31, 2002, 2001 and 2000:

2002 2001 2000

(Tn thousands, excepr per share data)
Net income, as reported $146,406 $111,243 $89.899
Less: Total stock-based employee compensation expense

determined under fair value method for all options, net of tax (4,566) (4,407) (2,507)
Pro forma net income $141,840 $106,836 $87,392
Basic earnings per share:

As reported $ 185 $ 130 $ 096

Pro forma 1.79 1.25 0.93
Diluted earnings per share:

As reported $ 182 $ 1.28 $ 095

Pro forma 176 1.22 0.92

In accordance with SFAS No. 123, the Company used the Black-Scholes option pricing model with the following weighted
average assumptions to value the options granted for the years ended December 31, 2002, 2001 and 2000:

2002 2001 2000
Dividend yield 3.11% 2.65% 2.25%
Expected volatility 34.00% 37.00% 40.00%
Risk-free interest rate 1.97% 3.53% 6.11%
Expected option lives (in years) 3.03 3.19 3.03

The per share weighted average fair value (using the Black-Scholes option pricing model) of stock options granted during
the years ended December 31, 2002, 2001 and 2000, was $5.30, $6.29 and $4.47, respectively. The effects of applying
SFAS No. 123, for either recognizing or disclosing compensation cost under such pronouncement, may not be representa-
tive of the effect on reported net income for future periods.

Deferred compensation for SBIP awards of the Company’s common stock is recorded as a reduction of stockholders’ equity
and represents the cost of the Company's common stock purchased by the Company and contributed to the SBIP.
Compensation expense is recognized over the vesting period of stock awards based upon the fair value of the Company’s
common stock at the measurement date. The difference between the cost of the Company’s common stock as compared to
their fair value at the measurement date is treated as an adjustment to stockholders’ equity.

Compensation expense for the Employee Stock Ownership Plan (ESOP) is recorded at an amount equal to the number of
shares of the Company’s common stock allocated to the participants during each year multiplied by the average fair market
value of these shares during such year. The Company recognizes compensation expense ratably over the year based upon
the estimated number of ESOP shares to be allocated each December 31st. The difference between the average fair mar-
ket value and the cost of the shares allocated by the ESOP is recorded as an adjustment to additional paid-in-capital.

() Earnings Per Share (EPS)

Basic EPS is computed by dividing income available to common stockholders by the weighted average number of common
shares outstanding for the period. The weighted average common shares outstanding includes the average number of
shares of common stock outstanding adjusted for the weighted average number of unallocated shares held by the ESOP
and SBIP. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock
were exercised or converted into common stock or resulted in the issuance of common stock that then shares in the earn-
ings of the Company.
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(m) Treasury Stock
Common stock shares repurchased are recorded as treasury stock at cost.

(n) Segment Reporting
In accordance with SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information,” the Company
determined that all of its activities constitute only one reportable operating segment.

(o) New Accounting Pronouncements

In December 2002, the Financial Accounting Standards Board (FASB) issued SFAS No. 148, "Accounting for Stock-Based
Compensation—Transition and Disclosure, an amendment of FASB Statement No. 123.” SFAS No. 148 amends SFAS No.
123, "Accounting for Stock-Based Compensation” to provide alternative methods of transition for a voluntary change to the
fair value based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the dis-
closure requirements of SFAS No. 123 to require more prominent disclosures in both annual and interim financial state-
ments. Most provisions of SFAS No. 148, including transition amendments, are effective for fiscal years ending after
December 15, 2002, as such, certain of the disclosure modifications are included herein as Note 1(k) to the Notes to
Consolidated Financial Statements. The Company is currently considering the adoption of fair value based method of
accounting for stock-based employee compensation of stock options. The potential impact to the Company of adopting
such accounting can be seen in Note 1(k) of the Notes to Consolidated Financial Statements.

In November 2002, the FASB issued Interpretation No. 45, “Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others.” Such Interpretation elaborates on the disclosures to be
made by a guarantor about its obligations under certain guarantees issued. It also clarifies that a guarantor is required to
recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee.
The initial recognition and measurement provisions of this Interpretation apply to guarantees issued or modified after
December 31, 2002. The Company will adopt these provisions on January 1, 2003. The disclosure provisions of this
Interpretation are effective for financial statements with annual periods ending after December 15, 2002. The Company has
apptied the disclosure provisions of this Interpretation as of December 31, 2002, as required. See Note 19 of the Notes to
Consolidated Financial Statements.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” The Statement updates, clarifies and simplifies existing accounting pro-
nouncements. SFAS No. 145 rescinds SFAS No. 4, "Reporting Gains and Losses from Extinguishment of Debt,” which
required all gains and losses from extinguishment of debt to be aggregated and, if material, classified as an extraordinary
itemn, net of related income tax effect. The provisions of SFAS No. 145 are effective for fiscal years beginning after May 15,
2002. As encouraged by this pronouncement, the Company adopted the provisions of SFAS No. 145 related to the treat-
ment of debt extinguishments as of October 1, 2002. Accordingly, the penalty resulting from the early extinguishment of
repurchase agreements for the year ended December 31, 2002 in the amount of $7.3 million is recorded as @ component
of non-interest expense. Similar penalties of $8.3 million ($5.0 million, net of tax) that were recorded as an extraordinary
item during the year ended December 31, 2001 have been reclassified as components of non-interest expense and provi-
sion for income taxes. There will be no material impact on the Company’s consolidated statements of financial condition or
consolidated statements of income upon adoption of the remaining provisions of SFAS No. 145.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which
replaced SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed
Of." SFAS No. 144 established a single accounting model, based on the framework established in SFAS No. 121, for long-
lived assets to be disposed of by sale. The provisions of SFAS No. 144 were effective for financial statements issued for fis-
cal years beginning after December 15, 2001. There was no impact on the Company’s consolidated statements of financial
condition or consolidated statements of income upon adoption of SFAS No. 144 on January 1, 2002.

(2) Acquisition of T R. Financial Corp.

On February 16, 1999, a merger between T R Financial Corp., a Delaware company, and the Company was completed with
the Company as the surviving corporation (the Merger). The transaction was treated as a tax-free reorganization and
accounted for using the pooling-of-interests method of accounting, and accordingly, all historical financial information for
the Company has been restated to include T R Financial Corp.’s historical information for the earliest period presented.

A pre-tax charge of $89.2 million of merger related costs associated with the acquisition of T R Financial Corp. was recorded
during the year ended December 31, 1999. At December 31, 2002, $32,000 of such costs, which relate to certain employ-
ment benefits, remains in other liabilities in the accompanying consolidated statements of financial condition.




(3) Restructuring Charge

On August 28, 2000, the Company announced strategic initiatives and plans to discontinue the residential mortgage bank-
ing business through the divestiture of its mortgage banking subsidiary, RNMC. in connection with this strategy, the Bank
sold a substantial part of the residential origination capabifities of RNMC to a third party mortgage company during the
fourth quarter of 2000. Substantially all of RNMC’s remaining residential loan production operations were divested during
the fourth quarter of 2000.

The divestiture of RNMC included, among other things, the termination of employees, disposal of the net assets of
the Company and the cancellation of various contracts. The Company recognized as liabilities only those items that qualify
for recognition under the consensus reached in Issue No. 94-3 by the Emerging Issues Task Force, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit An Activity (including Certain Costs Incurred in a Restructuring).”

The Company recorded all direct costs related to the RNMC divestiture as liabilities and the total pre-tax charge of $12.0
million was classified as a restructuring charge in the Company’'s consolidated statement of income for the year ended
December 31, 2000. As of December 31, 2001 the Company had no remaining unpaid accrued restructuring charge bal-
ance related to the RNMC divestiture.

(4) Securities, net
Securities, net, at December 31, 2002 and 2001 are summarized as follows:

At December 31, 2002

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands})
Held-to-maturity:
Debt securities, net:
United States Government agencies, net § 374,763 $ 2,630 $ —_ $ 377,393
Total debt securities held-to-maturity, net $ 374,763 $ 2,630 $ — $ 377,393
Available-for-sale:
Debt securities, net:
United States Government agencies, net $ 868,416 $ 2,989 $ an $ 871,394
State, county and municipal 4,478 381 — 4,859
Other 1,000 — — 1,000
Total debt securities available-for-sale, net 873,894 3,370 11 877,253
Equity securities, net:
Preferred and common stock 166,616 4,287 (16,571) 154,332
Trust preferreds, net 479,808 2,464 (6,170) 476,102
Other 14,808 8 (2,316) 12,500
Total equity securities available-for-sale, net 661,232 6,759 (25,057) 642,934
Total debt and equity securities available-for-sale, net 1,535,126 10,129 (25,068) 1,520,187
Mortgage-backed and mortgage related securities, net:
GNMA pass-through securities, net 84,705 5,448 — 90,153
FNMA pass-through securities, net 32,847 1,994 — 34,841
FHLMC pass-through securities, net 67,901 5,042 —_— 72,943
Whole loan private collateralized
mortgage obligations, net 298,288 1,343 (53) 299,578
Agency collateralized mortgage obligations, net 4,898,389 14,663 (6,624) 4,906,428
Whole loan state agency mortgage-backed securities 14,763 — — 14,763

Total mortgage-backed and mortgage
related securities available-for-sale, net 5,396,893 28,490 (6,677) 5,418,706

Total securities available-for-sale, net $6,932,019 $38,619 $(31,745) $6,938,893
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At December 31, 2001

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
{In theusands)
Available-for-sale:
Debt securities, net:
United States Government—direct and guaranteed, net 1,000 20 — $ 1,020
United States Government agencies, net 355,255 235 (5,765) 349,725
State, county and municipal 4,470 480 — 4,950
Total debt securities available-for-sale, net 360,725 735 (5,765) 355,695
Equity securities, net:
Preferred and common stock 135,998 2,574 (18,419) 120,153
Trust preferreds, net 533,823 — (19,010) 514,813
Other 14,556 391 (880) 14,067
Total equity securities available-for-sale, net 684,377 2,965 {38,309) 649,033
Total debt and equity securities available-for-sale, net 1,045,102 3,700 (44,074) 1,004,728
Mortgage-backed and mortgage related securities, net:
GNMA pass-through securities, net 368,449 7,846 — 376,295
FNMA pass-through securities, net 57,274 1,681 7) 58,948
FHLMC pass-through securities, net 353,911 5,311 (10) 359,212
GNMA adjustable-rate mortgage
pass-through securities, net 126,703 1,477 — 128,180
Whole loan private collateralized
mortgage cbligations, net 1,065,924 6,430 (5,351) 1,067,003
Agency collateralized mortgage obligations, net 1,593,767 3N (22,862) 1,571,216
Total mortgage-backed and mortgage related
securities available-for-sale, net 3,566,028 23,056 (28,230) 3,560,854
Total securities available-for-sale, net $4,611,130 $26,756 $(72,304) $4,565,582
Sales of securities for the years ended December 31, 2002, 2001 and 2000 are summarized as follows:
2002 2001 2000
(I thotsands)
Proceeds from sales:
Equity securities $128,923 $ 48,879 $ 56,227
Debt securities 15,340 — 29,165
Mortgage-backed and mortgage related securities 920,511 455,369 515,292
Gross gains:
Equity securities 58 1,748 $ 6,811
Debt securities — — 48
Mortgage-backed and mortgage related securities 10,279 2,175 4
Gross losses:
Equity securities 73 185 $ 2,787
Debt securities 7 — 1,273
Mortgage-backed and mortgage related securities — 11 21,360




The contractual maturities of mortgage-backed, mortgage related and debt securities, net, at December 31, 2002 are as follows:

Available-for-Sale

Held-to-Maturity

Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value

(In thousands)
Within 1 year — % — $ — $ —
After 1 year through 5 years 1,482 1,514 — —
After 5 years through 10 years 1,884 2,100 — —
Over 10 years 6,267,421 6,292,345 374,763 377,393
$6,270,787 $6,295,959 $374,763 $377,393

with or without call or prepayment penalties.

(5) Loans Held-for-Sale and Loans Receivable Held for Investment, net
Loans held-for-sale at December 31, 2002 and 2001 are summarized as follows:

Contractual maturities may differ from expected maturities since borrowers may have the right to call or prepay obligations

2002 2001
(In thousands)
One- to four-family loans $10,972 $8,590
Student loans 774
Total loans held-for-sale $11,636 $9,364

Loans receivable held for investment, net, at December 31, 2002 and 2001 are summarized as follows:

Student loans generally are sold to the Student Loan Marketing Association during the grace period of the loan, before
principat repayment begins. During the years ended December 31, 2002, 2001 and 2000, the Company recorded aggre-
gate net gains of $37,000, $42,000 and $63,000, respectively, on sales of student loans. The Company originates fixed-rate
and adjustable-rate one- to four-family loans through a third party for immediate sale back to the same third party. During
the years ended December 31, 2002, 2001, 2000 the Company recorded aggregate net gains of $878,000, $386,000 and
$8.2 million, respectively, on sales of one- to four-family loans.

2002 2001
{1y thousands)
Real estate loans:
One- to four-family $1,289,603 $2,281,477
Multi-family 337,244 173,780
Commercial real estate 800,099 629,663
Construction and development 423,119 312,630
Total real estate loans 2,850,065 3,397,550
Net unamortized discount and deferred income (532) (1,081)
Net deferred loan origination costs 11,567 15,679
Total real estate loans, net 2,861,100 3,412,148
Consumer and other loans, net:
Consumer and other 97.834 67,587
Home equity and second mortgage 192,780 175,192
Automobile leases 3,166 40,481
Total consumer and other loans 293,780 283,260
Net deferred loan origination costs 1,806 1,752
Total consumer and other loans, net 295,586 285,012
Total loans receivable held for investment, net 3,156,686 3,697,160
Allowance for loan losses (43,421) (40,634)
Total loans receivable held for investment, net of allowance for loan losses $3,113,265 $3,656,526
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The outstanding principal balance of non-accrual loans was $38.3 million, $39.6 million and $9.8 million at December 31,
2002, 2001 and 2000, respectively. Interest income on non-accrual loans that would have been recorded if the loans had
been performing in accordance with their original terms aggregated $3.0 million, $1.6 million and $5%6,000 during the
years ended December 31, 2002, 2001 and 2000, respectively. Actual interest income recorded on non-accrual loans was
$65,000, $1.2 million and $490,000 for the years ended December 31, 2002, 2001 and 2000, respectively. At December 31,
2002 and 2001 there was $3.6 million and $5.9 million, respectively, of Federal Housing Administration (FHA) and Veterans
Administration (VA) government guaranteed loans that were past due 90 days or more and still accruing.

The Company's recorded investment in impaired loans at December 31, 2002 and 2001 was $37.2 million and $37.3 million,
respectively. The Company did not maintain a related allowance for these loans. The Company's average recorded invest-
ment in impaired loans for the years ended December 31, 2002, 2001 and 2000 was $37.3 million, $6.4 million and $3.5
million, respectively. Interest income recognized on impaired loans, which was not materially different from cash-basis inter-
est income for such loans, amounted to $379,000, $200,000 and $54,000 for the years ended December 31, 2002, 2001
and 2000, respectively.

The Company has entered into various agreements to service loans for others. At December 31, 2002 and 2001, the
Company serviced for others loans with total balances of $71.7 million and $104.1 million, respectively. The Company has
not retained a participation in these loans. The right to service loans for others is generally obtained by either the sale of
loans with servicing retained or through the open market purchase of MSRs.

During the years ended December 31, 2002 and 2001 the Company sold, without recourse, $146.7 million and $70.5 mil-
lion of loans with servicing released, respectively. During the year ended December 31, 2000 the Company sold, without
recourse, $387.2 million of loans principally with servicing retained. Servicing fee income of $1.1 million, $1.2 million and
$3.6 million is included in other non-interest income in the accompanying consolidated statements of income for the years
ended December 31, 2002, 2001 and 2000, respectively.

Fees earned for servicing loans are reported as income when the related mortgage loan payments are collected. For the
years ended December 31, 2002, 2001 and 2000 there was no valuation allowance for impairment of MSRs.

MSR activity as of and for the years ended December 31, 2002, 2001 and 2000 is summarized as follows:

2002 2001 2000

(I thousands) .
Balance at beginning of year $1,422 $1,680 $ 18,070
Criginated mortgage servicing rights — —_ 4,374
Less:

Mortgage servicing rights sold — — (19,115)

Amortization (336) (258) (1,649)
Balance at end of year $1,086 $1,422 $ 1,680

During 2000, the Company sold the rights to service $1.23 billion of loans, resulting in a gain of $3.3 million. No such trans-
actions occurred during the years ended December 31, 2002 and 2001.

(6) Allowance for Loan Losses

Impaired loans and related allowances for loan losses are identified and calculated in accordance with the provisions of
SFAS No. 114, “Accounting by Creditors for Impairment of a Loan—an amendment of FASB Statements No. 5 and 15.” The
remainder of the allowance for loan losses is determined in accordance with the provisions of SFAS No. 5, “Accounting for
Contingencies.” As such, the Company has provided amounts that exceed the immediately identified losses associated with
foans that have been deemed impaired. Provisions have been made and established accordingly, based upon experience
and expectations, fcr losses associated with the general population of loans, specific industry and loan types, including res-
idential and consumer loans which are not generally subject to the provisions of SFAS No. 114.
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The following is a summary of the activity in the allowance for loan losses account for the years ended December 37, 2002,
2001 and 2000:

2002 2001 2000
(I thonsands)
Balance at beginning of year $40,634 $40,524 $40,155
Provision for loan fosses 3,000 850 1,000
Charge-offs (277) (821) (893)
Recoveries 64 81 262
Baiance at end of year $43,421 $40,634 $40,524

(7) Banking House and Equipment, net
A summary of banking house and equipment, at cost, net of accumulated depreciation and amortization, and land, at cost,
at December 31, 2002 and 2001 is as follows:

2002 2001
(In thousands)
Land $ 3227 $ 3,227
Banking house 39,698 32,644
Furniture, fixtures and equipment 22,296 18,183
65,221 54,054
Accumulated depreciation and amortization {25,663) {21,445)

$ 39,558 $ 32,589

Depreciation and amortization of banking house and equipment of $4.0 million, $3.3 million and $3.2 million was included
in occupancy and equipment expense for the years ended December 31, 2002, 2001 and 2000, respectively.

(8) Accrued Interest Receivable
Accrued interest receivable at December 31, 2002 and 2001 is summarized as follows:

2002 2001
(I thousands)
Loans ‘ $ 16,032 $ 22,596
Mortgage-backed and mortgage related securities . 25,544 18,355
Debt and equity securities 16,692 9,599

$ 58,268 $ 50,550

(9) Intangible Assets
The following table sets forth information regarding intangible assets at December 31, 2002 and 2001:

2002 2001
(Inn thousands}
Deposit intangibles:
Gross carrying amount $ 1,259 § 1,259
Accumulated amortization (399) (273)
Carrying amount, net $ 860 $ 986
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The following table sets forth the anticipated amaortization expense, as of December 31, 2002, for the years indicated:

Deposit intangibles: Amount

(In thousands)

Estimated amortization expense for the years ended:
December 31, 2003 $126
December 31, 2004 126
December 31, 2005 126
December 31, 2006 126
December 31, 2007 126

The weighted average amortization period for the deposit intangibles is ten years. The Company incurred amortization
expense of $126,000 for the year ended December 31, 2002 related to deposit intangibles.

(10) Deposits

Deposit account balances at December 31, 2002 and 2007 are summarized as follows:

2002 2001
Weighted Weighted
Average Average
Rate Amount Rate Amount
(Dollars in thousands)
Type of account:
Savings 1.09% $1,194,836 1.24% $ 920,507
Certificates of deposit 3.12 3,129,469 3.88 2,756,737
Money market 2.22 863,457 1.45 371,007
Super NOW and NOW 0.47 309,724 0.64 256,145
Demand deposit — 213,364 — 182,371
$5,710,850 $4,486,767
Scheduled maturities of certificates of deposit at December 31, 2002 and 2001 are as follows:
2002 2001
Weighted Weighted
Average Average
Rate Amount Percent Rate Amount Percent
(Dollars in thousands)
1 year or less 2.36% $1,775,405  56.74% 3.69% $2,201,406 79.85%
Greater than 1 year through 2 years 3.47 687,311 21.96 4.16 309,781 11.24
Greater than 2 years through 3 years 3.96 212,417 6.79 5.20 130,673 4.74
Greater than 3 years through 4 years 4.67 125,934 4.02 5.40 20,284 0.74
Greater than 4 years through 5 years 489 252,383 8.06 4.93 73,120 2.65
Over 5 years ' 523 76,019 2.43 5.55 21,473 0.78
$3,129,469 100.00% $2,756,737  100.00%

Additionally, incluced in certificates of deposit at December 31, 2002 and 2001 were brokered deposits totaling $226.4
million and $52.1 million, respectively. Certificates of deposit in excess of $100,000 were $756.2 million and $595.9 million
at December 31, 2002 and 2001, respectively.

The FDIC insures deposits of account holders up to $100,000 per insured depositor. To provide for this insurance, the
Company must pay a risk-based annual assessment, which considers the financial soundness of the institution and its capi-
talization level (see Note 20). At December 31, 2002, 2001 and 2000, the Company was assessed at the FDIC's lowest
assessment level, as a "well capitalized” institution. For the years ended December 31, 2002, 2001 and 2000, the Company

paid $881,000, $840,000 and $952,000, respectively, in FDIC insurance premiums.




Interest expense on deposit balances for the years ended December 31, 2002, 2001 and 2000 is summarized as follows:

2002 2001 2000
(In thousands)
Savings accounts $ 11,551 $ 14,604 $ 17,571
Certificates of deposit 105,239 142,169 143,799
Money market accounts 12,413 10,046 10,512
Super NOW and NOW accounts 1,747 2,916 3,130

$130,950 $169,735 $175,012

(11) Borrowed Funds
Borrowed funds at December 31, 2002 and 2001 are summarized as follows:

2002 2001
Weighted Weighted
Average Average
Balance Rate Balance Rate
(Doflars in thousands)
Reverse-repurchase agreements $2,948,587 3.56% $1,757,489 4.60%
Senior notes 189,759 6.44 75,000 7.50
Other borrowings 1,380,801 5.01 1,687,806 494
$4,519,147 $3,520,295

From time to time, the Company enters into sales of securities under agreements to repurchase (reverse-repurchase agree-
ments). Fixed-coupon reverse-repurchase agreements are treated as financing transactions since the Company maintains
effective control over the transferred securities and the obligations to repurchase are reflected as a liability in the consoli-
dated statements of financial condition. The dollar amount of securities underlying the agreements remains in the asset
account. The securities underlying the agreements are delivered to the dealer with whom each transaction is executed. The
dealers, who may sell, loan or ctherwise dispose of such securities to other parties in the normal course of their business,
agree to resell to the Company the same securities at the maturities of the agreements. The Company retains the right to
substitute alternate collateral throughout the terms of the agreements.

At December 31, 2002, all outstanding reverse-repurchase agreements had original contractual maturities ranging from
nineteen days to 15 years. The following table summarizes the carrying and market value of collateral, including accrued
interest thereon, as they relate to the outstanding reverse-repurchase agreements at December 31, 2002 and 2007:

2002
Carrying Market
Value of Value of Repurchase Interest
Collateral Collateral Liability Rate
(Dollars in thousands)
Available-for-sale:
Mortgage-backed securities:
Overnight $ — $ — $ — —%
Up to 30 days 647,390 647,390 600,000 1.38
30 days to 90 days — — — —
Over 90 days ' 2,534,084 2,534,084 2,348,587 4.11

$3,181,474 $3,181,474 $2,948,587 3.56
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2001
Carrying Market
Value of Value of Repurchase Interest
Collateral Collateral Liability Rate
(Dollars in thousands)
Available-for-sale:
Mortgage-backed securities:
Overnight $ — ) — $ — —%
Up to 30 days 410,128 410,128 407,650 2.24
30 days to 90 days 52,073 52,073 50,000 4.58
Over 90 days 1,253,137 1,253,137 1,190,000 5.26
1,715,338 1,715,338 1,647,650 4.49
Trust preferreds:
Overnight — —_ _ _
Up to 30 days 13,549 13,549 8,936 2.68
30 days to 90 days — — — —
Over 90 days - — — —
13,549 13,549 8,936 2.68
U.S. Government agency:
Overnight — —_ — -
Up to 30 days — —_ —_ —
30 days to 90 days — — — —
Over 90 days 100,721 100,721 100,903 6.58
100,721 100,721 100,903 6.58
$1,829,608 $1,829,608 $1,757,489 4.60

The following is a summary of information, at or for the years ended December 31, 2002, 2001 and 2000 relating to reverse-
repurchase agreements:

2002 2001 2000
(Dollars in thousands)
Average balance of outstanding agreements during the year $2,451,118 $1,580,050 $2,078,967
Maximum balance of outstanding agreements
at any month end during the year $3,995,299 $1,856,284 $2,226,662
Average interest rate for the year 4.36% 5.74% 5.95%

The contractual maturities of the outstanding reverse-repurchase agreements at December 31, 2002 were as follows:

Yo Amount
(I thousands)
2003 $ 600,000
2004 238,288
o 875,299
oo 300,000
2007 200,000
P 60,000
2010 200,000
"y 250,000
2016 225,000
$2,948,587

46




At December 31, 2002, of the $2.95 billion of reverse-repurchase agreements held, $1.72 billion are callable in 2003,
$600.0 million are callable in 2004. Accrued interest payable on reverse-repurchase agreements at December 31, 2002 and
20071 was $13.8 million and $11.0 million, respectively.

During 2002 and 2001 the Company prepaid $286.7 million and $258.9 millicn, respectively, of reverse-repurchase agree-
ments with a weighted average rate of 4.85% and 6.44%, respectively. As a result, for the years ended December 31, 2002
and 2001, the Company incurred a prepayment penalty of $7.3 million ($4.4 million, net of tax) and $8.3 million {$5.0 mil-
lion, net of tax), respectively.

On November 13, 2002 the Company issued $115.C million of 5.75% unsecured senior notes at a price of 99.785%. The
notes have a maturity date of November 15, 2007. Interest on such notes is paid semi-annually on May 15 and November 15
of each year, beginning May 15, 2003. On November 21, 2001, the Company had previously issued $75.0 million of 7.50%
unsecured senior notes at par and a maturity date of December 1, 2008. interest on such notes is paid semi-annually on
June 1 and December 1 of each year, beginning June 1, 2002. In connection with these unsecured senior note offerings the
Company capitalized a total of $3.1 million of debt issuance costs to be amortized on a straight-line basis, generally over
the life of the borrowing. For the years ended December 31, 2002 and 2001, $344,000, and $33,000, respectively, of debt
issuance costs have been amortized and are reflected as interest expense on borrowings in the accompanying consolidated
statements of income. Accrued interest payable on senior notes at December 31, 2002 and 2001 was $1.4 million and
$625,000, respectively.

Other borrowings in the accompanying consolidated statements of financial condition are comprised of FHLB advances. At
December 31, 2002 and 2001, all outstanding FHLB advances had original contractual maturities ranging from five to 22
years and from seven days to 30 years, respectively. The Bank maintained, during the years ended December 31, 2002 and
2001, a $100.0 million overnight line of credit with the FHLB. At December 31, 2002 and 2001, there were no borrowings
drawn under this line. In addition, the Bank, during the years ended December 31, 2002 and 2001, had access to funds
through a $50.0 million one-month facility from the FHLB. At December 31, 2002 and 2001 there were no borrowings out-
standing under this facility. FHLB advances and FHLB overnight line of credit borrowings are secured by a pledge of certain
eligible collateral, one- to four-family mortgage loans and/or mortgage-backed securities, in an amount equal to 110% of
outstanding advances. Accrued interest payable on FHLB advances at December 31, 2002 and 2001 was $9.2 million and
$10.3 million, respectively.

Interest expense on borrowings for the years ended December 31, 2002, 2001 and 2000 is summarized as follows:

2002 2001 2000
(I thousands)
Reverse-repurchase agreements $106,810 $ 90,624 $123,781
Senior notes 6,857 658 —_
Other borrowings 79,599 80,673 43,338

$193,266 $171,955 $167,119

(12) Guaranteed Preferred Beneficial Interest in Junior Subordinated Debentures

On March 20, 2002 Roslyn Preferred Trust | (RPT I), a Delaware statutory business trust and a wholly-owned subsidiary of the
Company, issued $63.0 million aggregate liquidation amount of floating rate guaranteed preferred beneficial interests in
Junior Subordinated Debentures (the Capital Securities) due April 1, 2032, at a distribution rate equal to the 6-month LIBOR
plus 360 basis points, resetting on a semi-annual basis. The maximum distribution rate on the Capital Securities is 12.0%
through April 1, 2007, with no maximum thereafter. The Company may redeem the Capital Securities, in whole or in part, at
any time on or after April 1, 2007. At December 31, 2002 the distribution rate was 5.36%. Distributions on the Capital
Securities are payable semi-annually on April 1 and October 1 of each year, which began on October 1, 2002, and are
reported in the accompanying consolidated statements of income as a component of non-interest expense under the cap-
tion "Capital trust securities.”

The Holding Company made an initial capital contribution of $1.9 million to RPT 1 in exchange for all of its common securi-
ties. RPT 1 was formed for the exclusive purpose of issuing the Capital Securities and using the proceeds to acquire $64.9
million in Junior Subordinated Debentures due April 1, 2032 issued by the Holding Company. The Company has fully and
unconditionally guaranteed the Capital Securities along with all obligations of RPT | related thereto.

The costs associated with the Capital Securities issuance totaled $850,000 and have been capitalized and are being amor-
tized over the life of the securities. The amortization expense relating to such capitalized costs was $22,000 for the year
ended December 31, 2002.
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(13) Stockholders’ Equity

The Bank established a liquidation account, as of the date of Conversion, in the amount of $222.2 million, equal to its
retained earnings as of the date of the latest consolidated statement of financial condition appearing in the final prospectus.
The liquidation account is maintained for the benefit of eligible pre-Conversion account holders who continue to maintain
their accounts at the Bank after the date of Conversion. The liquidation account will be reduced annually to the extent that
eligible account holders have reduced their qualifying deposits as of each anniversary date. Subsequent increases in account
balances will not restore an eligible account holder's interest in the liquidation account. As of December 31, 2002, the bal-
ance in the liquidation account was $24.6 million, which includes the eligible account holders’ interest from T R Financial
Corp.’s initial public offering on June 29, 1993. In the event of a complete liquidation, each eligible account holder will be
entitled, under New York State Law, to receive a distribution from the liquidation account in an amount equal to their current
adjusted account balances relative to such balances for all such depositors then holding qualifying deposits in the Bank.

Subsequent to the Conversion, the Bank (including T R Financial Corp.’s conversion on June 29, 1993) may not declare or
pay cash dividends on or repurchase any of its shares of common stock if the effect thereof would cause stockholders’
equity to be reduced below applicable regulatory capital maintenance requirements or if such declaration and payment
would otherwise violate regulatory requirements or would reduce the Bank's capital level below the then aggregate balance
required for the liquidation account. The Company, unlike the Bank, is not subject to the same restrictions regarding the
declaration or payment of dividends to its shareholders, although the source of the Company's dividends may depend upon
the Bank's ability te pay dividends. The Company, however is subject to the requirements of Delaware law, which generally
limit dividends to an amount equal to the excess of its net assets over its stated capital or, if there is no such excess, to its
net profits for the current and/or immediately preceding fiscal year.

In 2000, the Company adopted a stockholder rights plan and declared a dividend of cne preferred share purchase right |
(Right) for each outstanding share of common stock of the Company. Each Right, which adheres to each share of outstand- |
ing common stock of the Company, entitles a stockholder to buy a one one-thousandth interest in a share of a new series ‘
of preferred stock of the Company at an exercise price of $75.00 per share if the Company determines that certain events

have occurred. The Rights are designed to ensure that all of the stockholders of the Company receive fair and equal treat-

ment in the event of any proposed takeover of the Company and to guard against partial tender offers, squeeze-outs and

other abusive tactics to gain control of the Company without paying all stockholders a fair price. The Rights will expire ten

years after the distribution date on October 10, 2010. The distribution of the Rights is not taxable to stockholders.

(14) Income Taxes
Total provision for income taxes differed from the amounts computed by applying the U.S. federal income tax rate of 35% to
income before provision for income taxes for the years ended December 31, 2002, 2001 and 2000 as a result of the following:

2002 2001 2000

(In thousands)

Expected income tax expense at statutory federal tax rate $79.362 $57,191 $42,457
State and local taxes, net of federal income tax benefit 6,609 3,350 2,380
Merger related benefit — — (3,961)
Dividends received deduction {2,168) (2,628) (3,161)
Bank owned life insurance ‘ (2,617) (2,700) (1,659)
Charitable contribution — — (2,224)
Other, net (844) (3,052) (2,438)

$80,342 $52,161 $31,388




Provisions for income taxes for the years ended December 31, 2002, 2001 and 2000 are comprised of the following amounts:

2002 2001 2000
(In thonsandsj
Current:
Federal $72,935 $50,540 $29,418
State and local 10,518 5,961 3,852
83,453 56,501 33,270
Deferred:
Federal (2,762) (3,533) (1,691)
State and local (349) (807) (191)
3,111 (4,340) (1,882)

$80,342 $52,161 $31,388

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax
liabilities at December 31, 2002 and 2001 are presented below:

2002 2001
{In thousands)
Deferred tax assets:
Aliowance for loan losses $17,992 $16,824
Post-retirement benefits 3,931 4,097
Non-qualified deferred compensation 2,696 4,606
Qualified retirement plans 5,171 4,628
Amortization of intangibles 1,208 1,085
Depreciation and amortization of fixed assets ) 1,063 1,539
Net unrealized loss on available-for-sale securities . — 18,975
Other 2,635 870
Total gross deferred tax assets 34,696 52,624

Deferred tax liabilities:
Originated mortgage servicing rights (442) {543)

Real estate investment trust dividends (3,910) (5,514)
Net deferred origination costs (6,386) (5,290)
Net unrealized gain on available-for-sale securities (2,827) —
Other (1,607) (1,064)
Total gross deferred tax liabilities (15,172) (12,411)
Deferred tax assets, net $19,524 $40,213

At December 31, 2002, management believed that it is more likely than not that the consolidated results of future opera-
tions of the Company will generate sufficient taxable income to realize the deferred tax assets of the Company. Therefore,
a valuation allowance against the gross deferred tax assets is not considered necessary.

The Federal tax law was changed to eliminate the reserve method for calculating a bad debt deduction for tax years begin-
ning after 1995. The Bank can continue to compute its New York State and New York City bad debt deduction using the
reserve method (either the experience method (based on actual loss experience) or the percentage of taxable income
method (32% of taxable income computed without regard to this deduction and with additional modifications and subject
to an overall limitation})). The Bank’s retained earnings at December 31, 2002 and December 31, 2001, included federal bad
debt reserves of approximately $17.8 million, for which no federal income tax liability has been recognized, approximately
$117.7 million and $88.8 million, respectively, for which no New York State income tax liability has been recognized and
approximately $113.5 million and $84.2 million, respectively, for which no New York City income tax liability has been rec-
ognized. These amounts are subject to recapture if the Bank either makes distributions in excess of earnings and profits;
redeems its common stock; or no longer qualifies as a banking institution. In addition, the New York State and New York
City bad debt reserve are subject to recapture if the Bank fails to meet certain definitional tests. The Bank does not expect
such reserves to be recaptured into taxable income.

o

O
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(15) Employee Benefit Plans

Pension Plan—The Bank’s non-contributory pension plan with the RSI Retirement Trust covers substantially all full-time
employees. The following table provides details of the changes in the actuarial present value of the benefit obligation and
fair value of plan assets for the non-contributory plan for each of the years shown and a reconciliation, at the end of each
year shown, of the funded status of the non-contributory plan with the net amount recognized in the consolidated state-
ment of financial condition. The Bank uses a measurement date of September 30 for plan accounting purposes and, accord-
ingly changes in benefit obligations and plan assets are shown for the twelve-month periods ended September 30, 2002
and 2001.

2002 2007
(In thousands)
Change in benefit obligation during the period:
Benefit obligation at the beginning of the period $40,940 $37,219
Service cost 1,357 1,327
Interest cost 3,060 2,969
Actuarial loss 5,488 1,906
Annuity payments (2,425) (2,186)
Settlements (557) (295)
Plan amendments 264 —
Benefit obligation at the end of the period 48,127 40,940
Change in fair value of plan assets during the period:
Fair value of plan assets at the beginning of the period 36,880 43,792
Actual return on plan assets (4,323) (5,439)
Employer contributions 16,280 1,008
Annuity payments (2,425) (2,186)
Settlements (557) (295)
Fair value of plan assets at the end of the period 45,855 36,880
Funded status at the end of the pericd (2,272) (4,060)
Unrecognized net actuarial loss 20,331 7,259
Unamortized prior service cost 247 )
Net prepaid pension expense at the end of the period $18,306 $ 3,195

The following table depicts the components of the net periodic pension expense for the years ended December 31, 2002,
2007 and 2000:

2002 2001 2000

{In thousands)
Service cost $ 1,357 $1,327 $1,434
Interest cost 3,060 2,969 2,659
Expected return on plan assets (3,641) (4,057) (3,628)
Recognized loss 381 — —
Amortization of prior service cost 12 (3} (3)
Curtailment credit — — (476)

Total periodic pension expense (credit) $1,169 $ 236 $ (14

The assumptions used by the Company, as of each measurement date, relating to the plan during the years ended
December 31, 2002, 2001 and 2000 were as follows:

2002 2001 2000
Assumed rate of return on assets %.00% 10.25% $.50%
Assumed rate of compensation increase 4.00% 4.00% 5.50%
Assumed discount rate 6.75% 7.50% 8.00%




Supplemental Plan—Pursuant to the Merger in 1999, the Company assumed a non-qualified Supplemental Executive
Retirement Plan (SERP) for certain former executives of T R Financial Corp. The actuarial present value of the accumulated
benefit obligation at December 31, 2002 and 2001 was $513,000 and $2.0 million, respectively. At December 31, 2002 and
2001, the non-qualified SERP maintains $477,000 and $1.7 million, respectively, of trust held assets. In addition to the trust
held assets at December 31, 2002 and 2001 the non-qualified SERP also holds $6.0 million and $4.5 million of the
Company's common stock, respectively, at cost. This represents 548,800 shares and 553,080 shares of the Company’s shares
of common stock at December 31, 2002 and 2001, respectively, the cost of which is reflected as contra-equity in the accom-
panying consolidated statements of financial condition. Included in the employee benefit expense for the years ended
December 31, 2002, 2001 and 2000 was $211,000, $219,000 and $243,000, respectively, related to this obligation.

401(k) Plan—The Bank has a defined contribution and thrift savings plan (401{k) Plan) under Section 401(k} of the Internal
Revenue Code. All regular, full-time employees are eligible for voluntary participation after one or more years of continuous
service. The 401(k) Plan is effectuated through a trust established by the Bank. Commencing on January 10, 1997, the Bank
makes matching contributions, of up to 6% of certain participants’ eligible compensation, in the form of ESOP stock. Cash
contributions under the 401(k) plan fully ceased, concurrent with the 2000 divestiture of RNMC. During the year ended
December 31, 2000, the Bank made cash contributions of $108,000.

Employce Stock Ownership Plan—The Bank maintains an ESOP which is a tax qualified retirement plan designed to invest prima-
rily in the Company's common stock. All full-time employees of the Company who have completed one year of service with
the Bank are eligible to participate in the ESOP. The ESOP borrowed funds from the Company to purchase approximately
8%, or 5,237,096 shares, of the Company's common stock. The Company makes contributions to the ESOP sufficient to
cover all payments of principal and interest as they become due. For the years ended December 31, 2002, 2001 and 2000,
the Company made contributions of $1.3 million, $3.3 million and $3.0 million, respectively, to the ESOP. The ESOP utilized
the contributions, along with the dividends received on the unallocated ESOP shares, which totaled $2.3 million, $2.1 million
and $1.4 million, to repay $1.0 million, $513,000 and $552,000 of principal and $2.6 million, $4.9 million and $4.4 million of
interest on the loan during the years ended December 31 2002, 2001 and 2000, respectively. At December 31, 2002 and
2001, the loan had an outstanding balance of $50.2 million and $51.2 million, respectively. The interest rate on the loan for
the years ended December 31, 2002 and 2001 was 5.00% and 9.50%, respectively.

The remaining unallocated shares purchased with the ESOP loan proceeds are held in a suspense account by the trustee of
the plan for future allocation among participants as the loan is repaid. Contributions to the ESOP and shares released from
the suspense account are allocated among participants on the basis of compensation as described in the ESOP. The number
of shares released to participants is determined based upon the percentage of principal and interest payments made during
the year divided by the total remaining principal and interest payments including the current year's payment. Participants will
vest in the shares allocated to their respective accounts over a period not to exceed five years. Any forfeited shares are allo-
cated to the then remaining participants in the same proportion as contributions. As of December 31, 2002, 2001 and 2000,
1,123,866 shares, 952,481 shares and 781,096 shares, respectively, have been allocated to participants and 4,113,229
shares, 4,284,614 shares and 4,455,999 shares, respectively remained unallocated. Included in the shares allocated to par-
ticipants during the years ended December 31, 2002, 2001 and 2000, were approximately 43,000 shares, 45,000 shares and
55,500 shares, respectively, allocated utilizing the matching contribution formula under the 401(k) Plan. For the years ended
December 31, 2002, 2001, and 2000, the Company recognized $3.4 million, $3.0 million and $2.2 million, respectively, as
compensation expense. At December 31, 2002, the fair value of the unallocated ESOP shares totaled $74.2 million.

Stock-Based Incentive Plans—In prior years, the Company received shareholder approval for the granting of options to purchase
the Company's common stock and option-related awards {collectively, Options) and awards of the Company’s common stock
(Restricted Stock Awards, and, together with Options, Awards) under The Roslyn Bancorp, Inc. 2001 Stock-Based Incentive
Plan {the 2001 Incentive Plan) and The Roslyn Bancorp, Inc. 1997 Stock-Based Incentive Plan (the 1997 Incentive Plan, and,
together with the 2001 Incentive Plan, the Incentive Plans). All officers, other employees and outside directors of the
Company and its affiliates, including the Bank and its subsidiaries, are eligible to receive Awards under the Incentive Plans.

The Incentive Plans are administered by a committee of non-employee directors of the Company. Authorized but unissued
shares, or shares previously issued and reacquired by the Company, may be used to satisfy Awards under either of the
Incentive Plans. Options granted under the Incentive Plans must be exercised no more than ten years from the date of
grant. Options may become fully exercisable and Restricted Stock Awards may become fully vested upon the occurrence of a
change in control of the Company, or upon death, disability or retirement of the recipient.

Subject to certain adjustments to prevent dilution of Awards to participants, the 2001 Incentive Plan authorized the
Company to grant Awards of up to 3,750,000 shares. The maximum number of shares reserved for grants of Restricted
Stock Awards is 750,000 shares, and maximum number of shares that may be granted as Options is 3,000,000 shares, plus
any or all of the remaining 750,000 shares that are not used for Restricted Stock Awards.
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Subject to certain adjustments to prevent dilution of Awards to participants, the 1997 Incentive Plan authorized the Company
to grant Awards of up to 9,162,666 shares. The maximum number of shares that may be granted as Restricted Stock Awards
is 2,616,297 shares, and the maximum number of the shares that may be granted as Options is 6,546,369 shares.

The Company contributed $181,000 and $265,000 during the years ended December 31, 2002 and 2001, respeactively, to
the 2001 Incentive Plan to enable the plan to purchase 10,000 shares and 15,000 shares, respectively, of the Company’s
common stock to be awarded.

During the years ended December 31, 2002 and 2001, the Company granted, under the Incentive Plans, Restricted Stock
Awards in amounts equal to 30,734 shares and 15,000 shares, respectively, of the Company’s common stock. These
Restricted Stock Awards included 22,500 shares and 15,000 shares that immediately vested. The remaining Restricted Stock
Awards issued durirg the year ended December 31, 2002 vest over a one- to four-year period. The prices at which these
Awards were granted ranged from $16.79 to $20.36 per share for the year ended December 31, 2002 and were $17.68 per
share for the year ended December 31, 2001.

During the year ended December 31, 2002, plan participants in the Incentive Plans vested in 504,155 shares, and forfeited
12,851 shares, under previous Restricted Stock Awards, which included 11,241 shares that related to Awards with vesting
based on the achievement of certain defined performance targets. For the years ended December 31, 2002, 2001 and
2000, compensation expense attributable to Restricted Stock Awards under the Incentive Plans was $5.8 million, $6.3 mil-
lion and $5.1 million, respectively.

The number of Options granted under the Incentive Plans totaled 507,860 shares and 3,253,525 shares, respectively, for the
years ended Dacember 31, 2002 and 2001, all of which will generally vest over a four- to five-year period. Options granted
under both the 2001 and 1997 Incentive Plans are either non-statutory or incentive stock options. Each option entitles the
holder to purchase one share of the Company’s common stock at an exercise price equal to the fair market value on the
date of grant. All options expire no later than ten years following the date of grant. Option transactions for the years ended
December 31, 2002, 2001 and 2000 are shown below:

Number of Weighted Average
Options Exercise Price
Options outstanding at December 31, 1999 9,329,734 $11.05
Granted 237,750 11.59
Exercised (1,007,967) 4.71
Forfeited (488,198) 13.22
Expired — —
Options outstanding at December 31, 2000 8,071,319 11.72
Granted 3,253,525 18.38
Exercised (632,382) .20
Forfeited (60,573) 15.66
Expired — —
Options outstanding at December 31, 2001 10,631,889 13.89
Granted 507,860 19.89
Exercised (1,747,944) 8.05
Forfeited (41,933) 15.36
Expired — —
Options outstanding at December 31, 2002 9,349,872 15.30




The following table summarizes information related to stock options outstanding under the 2001 and 1997 Incentive Plans
at December 31, 2002:

Options Outstanding

Weighted Weighted Average
Average Remaining
Range of Exercise Number of Contractual Life Options
Exercise Prices Price Options (In years) Exercisable
$ 1.47- 147 $ 1.47 471,499 0.49 471,499
5.50- 5.61 5.51 253,995 4.08 253,995
9.60-10.75 9.63 245,851 5.12 241,351
11.21-12.00 11.73 138,220 6.22 87,220
13.30-14.67 14.66 278,000 5.15 197,750
15.00-15.00 15.00 4,215,977 4.67 4,215,977
15.71-16.79 16.46 28,115 8.40 6,000
17.17-17.71 17.64 214,750 9.08 4,000
18.40-18.40 18.40 3,195,970 8.48 826,334
21.35-21.87 21.36 307,495 9.48 —
9,349,872 6,304,126

Exercisable stock options outstanding at December 31, 2002 and 2001 were 6,304,126 shares and 6,023,994 shares,

respectively, with weighted average exercisable prices of $13.79 per share and $11.27 per share, respectively.

(16) Post-retirement Health Care and Life Insurance Benefits
The Bank currently provides health care and life insurance benefits for retirees and their eligible dependents. The coverage
provided depends upon an eligible individuals date of retirement. The cost of the Bank's post-retirement health care and life
insurance benefits is recognized in the consolidated financial statements during the employee’s active working career. The
following table provides details of the changes in the benefit obligation and fair value of plan assets for the plans and 2
reconciliation of the funded status of the plans with the net amount recognized in the consolidated statement of financial
condition at or as of December 31, 2002 and 2001:

2002 2001
(In thousands)
Change in benefit obligation during the year:
Benefit obligation at beginning of the year $8,7%4 $10,031
Service cost 9 26
Interest cost 639 669
Actuarial gain 471) 27)
Premiums/claims paid (502) {490)
Plan amendments — (1,372)
Curtailments — {43)
Benefit obligation at end of year 8,469 8,794
Change in fair value of plan assets during the year:
Fair value of plan assets at beginning of the year — —
Employer contributions 502 490
Premiums/claims paid (502) (490)
Fair value of plan assets at the end of the year — —
Funded status at the end of the year (8,469) (8,794)
Unrecognized net actuarial gain (301) (430)
Unamortized prior service cost (122) 611)
Accrued post-retirement benefit cost at the end of the year $(9,492) $(9,835)
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The assumptions used by the Company relating to the plans for the years ended December 31, 2002, 2001 and 2000 were
as follows:

2002 2001 2000

Assumed ultimate medical trend 4.50% 4.50% 5.00%
Assumed current medical trend 9.00% 9.00% 6.00%
Assumed salary scale for life insurance 4.00% 4.00% 5.50%
Assumed discount rate 6.75% 7.50% 8.00%

Net periodic post-retirement benefit cost included in compensation and employee benefits in the accompanying consolidated
statements of income for the years ended December 31, 2002, 2001 and 2000 is comprised of the following components:

2002 2001 2000
(In thousands)
Service cost $ 9 $ 26 $197
Interest cost 639 669 648
Recognized gain — — (48)
Amortization of prior service cost (488) (488) 31
Net periodic benefit cost $ 160 $ 207 $828

For measurement purposes, the annual rate of increase in the per capita cost of covered benefits (health care cost trend
rates) will have a significant effect on the estimate of the accumulated post-retirement benefit obligation and the aggregate
service and interest cost components of the net periodic post-retirement benefit cost. Increasing the annual health care
trend rates by 1.0% in each year would increase both the accumulated post-retirement benefit obligation by $437,000 and
the aggregated related service and interest cost by $40,000 at December 31, 2002. A 1.0% decrease in the assumed health
care trend rates would decrease both the accumulated post-retirement benefit obligation by $417,000 and the aggregate
related service and interest cost by $38,000 at December 31, 2002.

(17) Disclosures About Fair Value of Financial Instruments

The Company, under SFAS No. 107, "Disclosures About Fair Value of Financial Instruments,” is required to disclose the fair
value of its on- and off-balance sheet financial instruments. A financial instrument is defined as cash, evidence of an owner-
ship interest in an entity or a contract that creates a contractual obligation or right to deliver or receive cash or another
financial instrument from & second entity on potentially favorable or unfavorable terms. The fair value of a financial instru-
ment is defined as the amount at which the instrument could be exchanged in a current transaction between willing parties,
other than in a forced or liguidation sale.
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The following table at December 31, 2002 and 2001 represents the carrying amounts and estimated fair values of the
Company’s financial instruments:

2002 2001
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(I thotsands)
Financial assets:
Cash and cash equivalents and
money market investments $ 170,989 $ 170,989 $ 102,825 $ 102,825
Debt securities held-to-maturity, net 374,763 377,393 — —
Debt and equity securities available-for-sale, net 1,520,187 1,520,187 1,004,728 1,004,728
Mortgage-backed and mortgage
related securities available-for-sale, net 5,418,706 5,418,706 3,560,854 3,560,854
Federal Home Loan Bank of New York stock 97,040 97,040 109,870 109,870
Loans held-for-sale 11,636 11,602 9,364 9,405
Loans receivable held for investment, net 3,113,265 3,181,369 3,656,526 3,762,135
Accrued interest receivable 58,268 58,268 50,550 50,550
Financial liabilities:
Deposit liabilities:
Certificates of deposit (CDs) 3,129,469 3,176,626 2,756,737 2,781,312
Deposits, excluding CDs 2,581,381 2,581,381 1,730,030 1,730,030
Borrowed funds 4,519,147 4,624,561 3,520,295 3,458,039
Accrued interest payable and dividends 28,067 28,067 27,475 27,475

The carrying amounts in the table are included in the consolidated statements of condition under the indicated captions.
The following summarizes the major methods and assumptions used in estimating the fair values of the financial instruments:

Cash and cash equivalents and money market investments—The carrying amounts for cash and cash equivalents and money market
investments approximate fair value as they mature in 30 days or less and do not present unanticipated credit concerns.

Securiies—The fair values of debt, equity, mortgage-backed and mortgage related securities are estimated based on bid quo-
tations received from security dealers or from prices obtained from firms specializing in providing security pricing services.

Federal Home Loan Bank of New York stock—The fair value of Federal Home Loan Bank of New York stock approximates the
carrying amount, which is at cost.

Loans held-for-sale—Fair value is estimated based on current prices established for those loans committed to be sold based
upon the prices established in the applicable commitments.

Loans receivable held for investiment, net—Fair values are estimated for portfolios of loans with simifar financial characteristics. Loans
are segregated by type, such as commercial real estate and residential mortgage. Each loan category is further segmented
into fixed- and adjustable-rate interest terms and by performing and non-performing categories. For performing residential
mortgage loans, fair values are estimated by discounting contractual cash flows through the estimated maturity using
discount rates and prepayment estimates based on secondary market sources adjusted to reflect differences in servicing
and credit costs. The estimated fair value of remaining performing loans is calculated by discounting scheduled cash flows
using estimated market discount rates that reflect the credit and interest rate risks inherent in the loan. Fair values for non-
performing real estate loans are based on recent appraisals.

Accrued interest receivable—The fair value of the accrued interest receivable is estimated to be the book value since it is currently due.

Deposit liabilities—All deposits, except certificates of deposit, are subject to rate changes at any time, and, therefore, are consid-
ered to be carried at estimated fair value. The fair value of certificates of deposit is estimated by computing the present value
of contractual future cash flows for each certificate. The present value rate utilized is the rate offered by the Company at each
date presented on certificates with an initial maturity equal to the remaining term to maturity of the existing certificates.

Borrowed funds—The estimated fair value of borrowed funds is based on the discounted value of contractual cash flows using
interest rates currently in effect for borrowings with similar maturities and collateral requirements.

Accrued interest payable and dividends—The fair value of the accrued interest and dividends on deposit balances are estimated to
be their book value since they are currently payable.
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Limitations—SFAS No. 107 requires disclosures of the estimated fair value of financial instruments. Fair value estimates are
made at a specific point in time, based on relevant market information about the financial instrument. These estimates do
not reflect any premium or discount that could result from offering a one-time sale of the Company’s entire holdings of a
particular financial instrument nor the resultant tax ramifications or transaction costs. Since no market exists for a significant
portion of the Company's financial instruments, fair value estimates are based on judgments regarding current economic
conditions, risk characteristics of various financial instruments, and other factors. These estimates are subjective in nature
and involve uncertainties and matters of significant judgment and therefore cannot be determined with precision. Changes
in assumptions could significantly affect the estimates.

Fair value estimates are based on existing on- and off-balance sheet financial instruments without attempting to estimate
the value of anticipated future business and the value of assets and liabilities that are not considered financial instruments.
For example, the Company conducts mortgage servicing activities that contributed fee income annually. Mortgage servic-
ing activities are not considered financial instruments and as such their value has not been incorporated into the fair value
estimates. Other significant assets of the Company that are not considered financial assets include banking house and
equipment and deferred tax assets. In addition, the tax ramifications related to the unrealized gains and losses can have a
significant effect on fair value estimates and have not been considered.

Commitments—The fair value of commitments is estimated using the fees currently charged to enter into similar agreements,
taking into account the remaining terms of the agreements and the present creditworthiness of the counterparties. For
fixed-rate loan commitments and commitments to sell loans at specified prices, fair value also considers the difference
between current levels of interest rates and the committed rates. The estimated fair value of commitments did not result in
an unrealized gain or loss at December 31, 2002 and 2001.

(18) Earnings Per Share
The following table is the reconciliation of basic and diluted EPS for the years ended December 31, 2002, 2001 and 2000:

2002 2001 2000
Basic EPS  Diluted EPS Basic EPS  Diluted EPS Basic EPS  Diluted EPS

(In thousands, except share and per share anmounts)
Income available to
common stockholders $ 146,406 $ 146,406 % 111,243 $ 111,243 % 89,899 § 89,899

Total weighted average basic

common shares outstanding 79,024,610 79,024,610 85,703,714 85,703,714 93,746,786 93,746,786
Effect of dilutive securities:

Options — 1,497,077 —_— 1,531,250 — 1,047,115

Total weighted average diluted
common shares ottstanding 79,024,610 80,521,687 85,703,714 87,234,964 93,746,786 94,793,901

Net income per common share $ 185 % 182 % 130 $ 128  $ 096 % 0.95

Options to purchase 307,497 shares, 3,200,472 shares and 3,817,796 shares of the Company's common stock as of
December 31, 2002, 2001 and 2000, respectively, were not included in the computation of diluted EPS as those options'’
exercise prices exceeded the average market price of the Company’s common stock for the respective year ended.

(19) Commitments and Contingencies

In the normal course of the Company's business, there are outstanding various commitments and contingent liabilities that
have not been reflected in the consolidated statements of financial condition. In the opinion of management, the financial
condition of the Company will not be affected materially as a result of such commitments and contingent liabilities.

In the normal course of business, there are various outstanding legal proceedings. In the opinion of management, after con-
sultation with legal counsel, the financial condition, results of operations and liquidity of the Company will not be affected
materially by the outcome of such legal proceedings.




The Bank's outstanding loan and standby letters of credit commitments as of December 31, 2002 are as follows:

Type Amount
{In thousands)
One- to four-family $ 79,794
Commercial real estate/multi-family 115,893
Construction and development 135,739
Consumer 17,650
Home equity lines of credit 79,817
Standby letters of credit 19,866
$448,759

Included in outstanding loan commitments at December 31, 2002 are $8.0 million of performance standby letters of credit
with approximate terms of one year. These performance standby letters of credit were issued primarily for the benefit of
local municipalities on behalf of certain of the Bank's borrowers. These borrowers have a current relationship with the Bank
and are primarily residential subdivision borrowers. Performance standby letters of credit obligate the Bank to make pay-
ments in the event a specified third party fails to perform under non-financial contractual obligations. Also included in out-
standing loan commitments at December 31, 2002 were $11.9 million of financial standby letters of credit with approximate
terms of one- to three-years. These financial standby letters of credit were issued primarily for the benefit of other financial
institutions, on behalf of certain of the Bank's current borrowers. Financial standby letters of credit obligate the Bank to
guarantee payment of a specified financial obligation. The Bank collects a fee upon the issuance of performance and finan-
cial standby letters of credit.

At December 31, 2002, the Company had no cutstanding commitments to sell loans.

In the normal course of business, the Company enters into commitments to purchase securities. As of December 31, 2002,
the Company had $809.3 million in commitments to purchase mortgage-backed securities.

At December 31, 2002 and 2001, the Company had no available lines of credit with banks or any other institutions, except
as disclosed in Note 11 to Notes to Consolidated Financial Statements.

The Company's future minimum rental payments required under non-cancelable operating leases for office space and
equipment as of December 31, 2002 are as follows:

Years Ending December 31, Amount
(It thousands)
2003 $ 5,777
2004 5,910
2005 6,074
2006 6,106
2007 6,109
Thereafter 40,639
$ 70,615

Total rent expense for the years ended December 31, 2002, 2001 and 2000 was $4.6 million, $4.2 million and $4.1 million,
respectively.
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(20) Regulatory Capital

The Bank is subject to various regulatory capital requirements administered by federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possible additional discretionary actions by regulators
that, if undertaken, could have a direct material effect on the institutions’ financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action (PCA), the institution must meet specific capital guide-
lines that involve quantitative measures of the institution’s assets, liabilities and certain off-balance sheet items as calculated
under regulatory accounting practices. The institution’s capital amount and classification are also subject to gqualitative judg-
ments by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the institution to maintain minimum
amounts and ratics (set forth in the following table) of total and Tier | capital (as defined) to risk-weighted assets (as
defined), and of Tier | capital (as defined) to average assets (as defined). Management believes, at December 31, 2002, that
the Bank meets all capital adequacy requirements to which it is subject.

As of December 31, 2002, the most recent notification from the FDIC categorized the Bank as "well capitalized” under the
regulatory framework for PCA. To be categorized as “well capitalized” the Bank must maintain minimum total risk-based,
Tier | risk-based and Tier | leverage ratios of 10.0%, 6.0% and 5.0%, respectively. There are no conditions or events since
that notification that management believes have changed the Bank’s category.

The actual capital amounts and ratios are presented for the Bank in the following table for the years ended Decemnber 31,
2002 and 2001:

2002 2001
Percent of Percent of
Amount Assets Amount Assets
(Dollars in thousands)
GAAP capital (to total assets) $592,734 5.50% $444,635 5.23%
Leverage capital (to adjusted average assets):
Actual level $575,374 5.28% $449,371 5.46%
Capital adequacy requirement $326,614 3.00% $246,896 3.00%
Requirement to be well capitalized under PCA provisions $544,356 5.00% $411,493 5.00%
Tier | capital (to risk-weighted assets):
Actual level $575,374 12.21% $449,371 10.25%
Capital adequacy requirement $188,551 4.00% $175,373 4.00%
Requirement to be well capitalized under PCA provisions $282,826 6.00% $263,060 6.00%
Total capital (to risk-weighted assets):
Actual level $619,644 13.15% $490,005 11.18%
Capital adeguacy reguirement $377,101 8.00% $350,746 8.00%
Requirement to be well capitalized under PCA provision $471,377 10.00% $438,433 10.00%
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(21) Parent-Only Financial Information
The earnings of the subsidiaries, primarily the Bank, are recognized by the Holding Company using the equity method
of accounting. Accordingly, the earnings of the subsidiaries are recorded as increases in the Holding Company’s investment
in subsidiaries.

The condensed statements of financial condition at December 31, 2002 and 2001 are as follows:

2002 2001
tln thousands)
Assets:
Cash and cash equivalents $ 14,694 $ 1,973
Securities available-for-sale, net:
Mortgage-backed and mortgage related securities, net 137 235
Equity securities, net (securities pledged of $13,450 at December 31, 2001) 168,026 201,989
Total securities available-for-sale 168,163 202,224
Investment in subsidiaries 638,941 476,578
ESOP loan receivable 50,165 51,238
Deferred tax asset, net 8,695 15,633
Accrued interest receivable 8,879 6,645
Income taxes receivable 3,660 3,364
Receivable from subsidiary 1,833 —
Other assets 6,831 6,244
Total assets $901,861 $763,899
Liabilities and Stockholders’ Equity:
Reverse-repurchase agreements $ - $ 8,936
Senior notes 189,759 75,000
Junior subordinated debentures 64,949 —
Accrued interest payable 2,240 673
Payable to subsidiary — 37,233
Other liabilities 68,399 73,089
Total stockholders’ equity 576,514 568,968
Total liabilities and stockholders’ equity $901,861 $763,899
The condensed statements of income for the years ended December 31, 2002, 20071 and 2000 are as follows:
2002 2001 2000
(I thousands)
Dividends received from subsidiaries $ 31,500 $140,965 $ 186,518
Interest income 22,769 22,693 20,314
Net losses on securities (1,133) (2,909 (2,024)
Other income 106 37 443
53,242 160,786 205,251
Interest expense 10,785 2,393 5,310
Junior subordinated debt 2,958 — —
Employee benefit plan settlement gain — — 3,518
Other operating expenses 5,279 3,237 1,154
Income before income taxes and equity in undistributed
(overdistributed) earnings of subsidiaries 34,220 155,156 202,305
Income tax expense 860 5,956 1,020
Income before equity in undistributed (overdistributed) earnings of subsidiaries 33,360 149,200 201,285
Equity in undistributed (overdistributed) earnings of subsidiaries 113,046 (37,957) (111,386)
Net income $146,406 $111,243 $ 89,899
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The condensed statements of cash flows for the years ended December 31, 2002, 2001 and 2000 are as follows:

2002 2001 2000
{In thonsands)
Operating activities:
Net income $ 146,406 $111,243 $ 89,899
Adjustments to reconcile net income to net cash
provided by operating activities:
Equity in (undistributed) overdistributed earnings of subsidiaries (113,046) 37,957 111,386
Amortization of premiums and accretion of discounts, net 1,239 339 776
Decrease (increase) in deferred taxes 1,027 3,088 (2,222)
Decrease (increase) in other assets 413 (5,193) 1,576
Increase in accrued interest receivable (2,234) (1,644) (1,722)
Net losses on securities 1,133 2,909 2,024
Increase (decrease) in accrued interest payable 1,567 (3,426) 3,712
(Decrease) increase in accrued taxes payable —_ (1,936) 1,936
Decrease in other liabilities (4,6%0) (3,246) (12,822)
Other 1,510 — —
Net cash provided by operating activities 33,325 140,091 194,543
Investing activities:
Purchases of securities of securities available-for-sale (292) (41,863) (25,332)
Proceeds from sales and repayments of securities available-for-sale 44,867 30,772 38,035
Principal and interest from mortgage-backed securities 77 — —
Investment in suksidiaries (27,079) 61 (25,823)
Principal payment on ESOP foan receivable 1,073 513 552
Net cash provided by (used in) investing activities 18,646 (10,639) (12,568)
Financing activities:
Cost to repurchase treasury, SERP and SBIP stock (122,234) (106,571) (190,162)
(Decrease) increase in reverse-repurchase agreements (8,936) (57,394) 66,330
Net proceeds from issuance of senior notes 113,948 73,875 —
Net proceeds from issuance junior subordinated debentures 64,284 — —
(Decrease) increase in payable to subsidiary (21,299) 4,159 (8,326)
Net cash used in exercise of stock options (23,126) 6,091) (7,795)
Cash dividends paid on common stock (41,887) {39,785) (38,049)
Net cash used in financing activities (39,250) (131,807) (178,002)
Net increase (decrease) in cash and cash equivalents 12,721 (2,355) 3,973
Cash and cash equivalents at beginning of year 1,973 4,328 355
Cash and cash equivalents at end of year $ 14,694 $ 1,973 $ 4,328
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For the Year Ended December 31, 2002

For the Year Ended December 31, 2001

12/31/02  9/30/02  6/30/02  3/31/02 12/31/01  9/30/01 6/30/01 3/31/01
(In thousands, except per shaye data)
Interest income $156,695  $153,150 $151,513  $140,932 $135,361 $143,465  $143,624  $139,465
Interest expense 82,395 83,878 81,510 76,433 77,042 86,622 89,747 88,279
Net interest income before
provision for loan losses 74,300 69,272 70,003 64,499 58,319 56,843 53,877 51,186
Provision for loan losses 750 750 750 750 500 250 100 —
Net interest income after
provision for loan losses 73,550 68,522 69,253 63,749 57,819 56,593 53,777 51,186
Nen-interest income:
Fees and service charges 4,460 4,167 4,497 3,767 3,609 2928 3,453 2,099
Net gains (losses) on securities 10,140 52 15 50 (1 2,051 1,687 —
Income from bank
owned life insurance 1,812 1,813 1,883 1,971 1,974 1,971 1,916 1,852
Joint venture income 3,636 3,661 5,234 4,963 4,984 1,274 — —
Other non-interest income 493 496 414 181 807 553 497 516
Total non-interest income 20,54 10,189 12,043 10,932 11,363 8,777 7,553 4,467
Non-interest expense:
General and administrative expenses 23,496 21,867 23,184 23,201 22,363 20,052 19,226 18,018
Amortization of intangible assets 3 32 32 31 32 K3 32 31
Capital trust securities 870 954 943 124 - — - —
Prepayment penalties on
debt extinguishments 7,331 — — — 1,199 3,118 4,020 —
Real estate operations, net 10 8 9 (74) 25 3 (28) 9
Total non-interest expense 31,738 22,861 24,150 23,282 23,619 23,204 23,250 18,058
Income before provision for income taxes 62,353 55,850 57,146 51,399 45 563 42166 38,080 37,595
Provision for income taxas 22,264 19,858 20,405 17,815 15,126 13,672 11,095 12,268
Net income $ 40,089 § 35992 § 36,741 $ 33,584 $ 30437 $ 28494 § 26985 § 25327
Basic earnings per share $ 052 $§ 046 § 046 $ 042 $ 037 § 033 § 031 § 029
Diluted earnings per share $ 051 $ 045 $ 045 § 041 § 036 § 033 § 031 § 028




INDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholders of
Roslyn Bancorp, Inc.

We have audited the accompanying consolidated statements of financial condition of Roslyn Bancorp, Inc. and subsidiaries
as of December 31, 2002 and 2001 and the related consolidated statements of income, changes in stockholders’ equity, and
cash flows for each of the years in the three-year period ended December 31, 2002. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reascnable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclo-
sures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the consclidated financial statements referred to above present fairly, in all material respects, the financial
position of Roslyn Bancorp, Inc. and subsidiaries as of December 31, 2002 and 2007, and the results of their operations and
their cash flows for each of the years in the three-year period ended December 31, 2002 in conformity with accounting prin-
ciples generally accepted in the United States of America.

New York, New York
January 22, 2003
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MARKET PRICE OF COMMON STOCK

Roslyn Bancorp, Inc. common stock is traded on the NASDAQ national market under the symbol “"RSLN.” The following
table shows the reported high, low and closing sales price of the Company's common stock during the periods indicated in
2002 and 2001, as reported by Bloomberg L.P.:

2002 2001
High Low Closing High Low Closing
1st Quarter $20.70 $17.66 $20.70 $17.67 $14.67 $15.00
2nd Quarter 24.01 20.75 21.83 18.61 14.50 17.53
3rd Quarter 22.93 16.86 17.41 22.38 15.92 18.51
4th Quarter 18.81 15.46 18.03 19.88 16.50 17.50

As of February 25, 2003, the Company had 7,946 shareholders of record, not including the number of persons or entities
holding stock in nominee or street name through various brokers and banks. There were 80,752,923 shares of common
stock outstanding at December 31, 2002.

The following schedule summarizes the cash dividends paid per common share for the years ended December 31, 2002
and 2001:

Dividend Dividend Paid
Record Date Payment Date Per Share
March 11, 2002 March 20, 2002 $0.1250
May 30, 2002 June 11, 2002 0.1300
August 30, 2002 September 12, 2002 0.1350
December 6, 2002 December 19, 2002 0.1400
March 5, 2001 March 13, 2001 $0.1100
June 4, 2001 June 15, 2001 0.1133
August 31, 2001 September 12, 2001 0.1167
December 7, 2001 December 18, 2001 0.1200

See Note 13 to Notes to Consolidated Financial Statements for a discussion of the restrictions that apply to the Company’s
ability to pay dividends.
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East Northport
580 Larkfield Road
East Northport, NY 11731

Farmingdale
14 Conklin Street
Farmingdale, NY 11735

Forest Hills
107-40 Queens Boulevard
Forest Hills, NY 11375

Freeport
160 South Main Street
Freeport, NY 11520

Garden City
108 Seventh Street
Garden City, NY 11530

Hewlett
1280 Broadway
Hewlett, NY 11557

Howard Beach
156-02 Cross Bay Boulevard
Howard Beach, NY 11414

Huntington Station
693 East Jericho Turnpike
Huntington Station, NY 11746

Lake Success
1280 Union Turnpike
New Hyde Park, NY 11040

Lawrence
333 Central Avenue
Lawrence, NY 11559

Little Neck
254-09 Horace Harding Expressway
Little Neck, NY 11362

Massapequa
6199 Sunrise Highway
Massapequa, NY 11758

Massapequa Park
4848 Merrick Road
Massapequa Park, NY 11762

Merrick
2111 Merrick Avenue
Merrick, NY 11566

New Hyde Park
1114 Jericho Turnpike
New Hyde Park, NY 11040

North Babylon
1501 Deer Park Avenue
North Babylon, NY 11703

Oceanside
3140 Long Beach Road
Oceanside, NY 11572

Plainview
509 Old Country Road
Plainview, NY 11803

Ridgewood
66-77 Fresh Pond Road
Ridgewood, NY 11385

Saint James
556-02 North Country Road
Saint James, NY 11780

Smithtown
719 Smithtown Bypass
Smithtown, NY 11787

Syosset
2 Muttontown Road
Syosset, NY 11791

West Babylon
653 Montauk Highway
West Babylon, NY 11704

West Hempstead
50 Hempstead Turnpike
West Hempstead, NY 11552

‘Woodbury
8081 Jericho Turnpike
Woodbury, NY 11797
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